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TAKES CARE OF LETTERS ASZMY 


ONLY ROYAL HAS IT! 
HERE is a startling, new, auto- 
matic feature that makes typing 
easier, faster, better-looking! 
Secretaries everywhere arc 
telling their employers how 
MAGIC Margin saves fingers 
from stubborn margin “stops” 
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ing for time wasted by hand 
margin setting—for the bad im- 
pression which may be created 
when letters are hurried and 


suffer from improper margins! 
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any series of points; 
(4) work wonders with 
complex forms of every 
kind and shape. 
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Hartford, Conn. 
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Repetitive use of Ditto Master means: Just 
add this month’s figures to last month’s and 
make more copies of the whole! 


Are you faced with the problem of retyping cumula- 
tive reports each month? Abolish that! Take the Ditto 
Master of January’s report, add February’s figures, 
and there are your February reports! The same for 
March, the same for April—and so on. No re-writing! 

Throughout accountancy the same Ditto magic 
works for you—through every single accounting 
operation from shipping platform to payroll. 

But you must see the work and examine the Ditto 
Methods to realize Ditto’s usefulness. Use coupon for 
idea-literature, and actual forms in use today. They 
point the way to personal opportunity for many! 


The new Ditto D-44 with automatic electric feed is the ace duplicator. 
300 or more bright copies from one typed, written or drawn original... 
70 copies a minute... without type, stencil or ink... in 1 to 4 contrasty 
colors at once. That’s performance! {Old duplicators, any make, are worth 


cash on a trade-in.} 
FREE! Actual samples of accounting forms, bulletins, 
order and billing sets in use today. Use the coupon! 
ACCOUNTANTS: Get “The New Trend in Accounting— 
Order-Billing.”’ Authoritative, useful—free. 
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Gentlemen: Without obligation please send me: 

( ) New D-44 Data. 

( ) “A New Trend in Accounting—Order-Billing.” 
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When you are asked to recommend 


an ACCOUNTING COURSE 


i. help you in making suggestions, when asked by employees or by personal acquaintances to suggest a 


plan of accounting training, your attention is called to the educational organization of the International 


Accountants Society, Inc., here shown. 


The five men composing the Executive Educational 


Committee are responsible for I.A.S. educational 


activities and policies, with particular reference to text material, research, standards, and technical methods. 


The sixteen Certified Public Accountants com- 








posing the I.A.S. Faculty are actively engaged in 
preparing text material, giving consultation service, 
or grading students’ papers. Some give their time 
and attention exclusively to I.A.S. work. Others 
who are in actual practice of public accounting or 
corporation accounting, devote only part time to 
the work. Each subscriber secures the advantage 
of having his examinations handled by instructors 
from both groups. 

There are also forty members of the Advisory 
Board consisting of outstanding Certified Public 
Accountants, business executives, attorneys, and 
educators, who counsel with the I.A.S. manage- 
ment, upon request, with respect to technical ac- 
counting, educational, and business matters. 

The uniformly high caliber of the men who 
compose the I.A.S. Staff is in itself eloquent testi- 
mony as to I.A.S. training. The cooperation of 
Staff members in various advisory and consulting 
capacities provides the practical, broad viewpoint 


which is so necessary in adult education. 
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Chicago. 

STEPHEN GILMAN Vice President and Educational Director, 
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d DATES AHEAD 
September 22-23-24-25 
- Ninth Annual Meeting 


CONTROLLERS INSTITUTE 
OF AMERICA 


Waldorf-Astoria Hotel, New York City 


May 18 
PACIFIC COAST CONFERENCE 
Los Angeles 


May 20 
EASTERN SPRING CONFERENCE 
Waldorf-Astoria Hotel, New York City 


June 7 
NEW ENGLAND CONFERENCE 


Ocean House, Swampscott, Massachu- 
setts 


MAY MEETINGS of Controls 
May 1—Connecticut 

May 2—Philadelphia 

May 7—Buffalo, Twin Cities 

May 8—Detroit 

May 9—Dayton 

May 13—Kansas City 

May 14—Cincinnati, Cleveland, Mil- 
| waukee, New England 

May 20—Syracuse 

May 22—Indianapolis 

May 27—Pittsburgh, St. Louis 

May 28—Chicago, District of Columbia 
May 29—Rochester 


JUNE MEETINGS of Controls 

_ June 3—Buffalo, Twin Cities 

| June 5—Connecticut 

June 6—Philadelphia 

June 10—Kansas City 

June 11—Cleveland, Milwaukee 

June 12—Detroit 

June 13—Dayton 

June 18—Cincinnati, Syracuse 

June 20—Los Angeles, New York, San 
Francisco 

June 21—St. Louis 

June 25—Chicago, District of Columbia 

June 26—Indianapolis, Rochester 

June 30—Pittsburgh 





Note: The above are the scheduled 
dates. Some changes may be made. 

















In This Issue 


It is a novel concept of inventory cost- 
ing which Mr. Arundel Cotter gives in 
this issue of ‘’The Controller’ in describ- 
ing the “‘last-in, first-out’’ method of 
pricing inventories, and the effect of the 
use of this principle on profits. Mr. Cot- 
ter has just published a book on the sub- 
ject, ‘’Fool’s Profits’’. His address in 
Chicago on April 22 before a large din- 
ner gathering of controllers constitutes 
the article presented in this number. The 
subject is one that is prominently in the 
hands of controllers at this time, because 
of the permission given in the Federal 
Revenue Act of 1939 to adopt this 
method of pricing inventories. In a later 
issue it is planned to publish the details 
of the procedure of applying for permis- 
sion to adopt this principle, and a de- 
scription of how to set it up on the books. 

Some of the points made by Mr. John 
M. Hancock, Chairman of the Commit- 
tee on Stock List of the New York Stock 
Exchange, in the material presented this 
month—a portion of an address in Chi- 
cago—are such that undoubtedly they 
will be met with complete agreement by 
many controllers. One of those points is 
that it is impossible to guarantee ab- 
solute factual certainty in company re- 
ports to stockholders. There speaks a 
wise man. 

The commodities futures markets, and 
the process of hedging, come in for an 
airing this month, thanks to Mr. Eugene 
Schrantzer, a member of The Controllers 
Institute of America. His article is in- 
teresting and informative. 

It is rather difficult to keep up with 
the Securities and Exchange Commission. 
An article this month points out that it 
is administering no less than six laws. 
It is no wonder that the Commission has 
become an important center of activities 
in Washington, so far as business is con- 
cerned. This article is the substance of 
an address by a highly placed person in 
the Division of Registration, of the Com- 
mission. He tells, among other things, 


just what happens to your registration 


statement. 
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Recent Publications 


CONTROLLERS 
INSTITUTE OF AMERICA 


“War Problems of Business As the 
Controller Sees Them.” A report 
of the discussions of a group of 
one hundred controllers, in Con- 
ference January 5, 1940. 

1940 72 Pages $1.25 


“Suggestions for Improvement in the | 


Federal Tax Laws and the Admin- 
istration Thereof.” Report of the 
Committee on Cooperation with 
the Treasury Department, of The 
Controllers Institute of America. 
October, 1939 20 Pages $1.00 


“Budget Methods and Procedures of 
Manufacturing Companies.” A re- 
port of a Conference of Control- 
lers. 

June, 1939 40 Pages $1.00 


“Interpretations of the Fair Labor 
Standards Act.” A report of a 
Conference of Controllers. 
November, 1938 24 Pages 75¢ 


Earlier Publications 
(Still in Print) 


“Budgeting for Control.” An address 
by Henry D. Minich, Chairman of 
Research Council. 

1932 16 Pages 25¢ 


“Appraisals and Property Account- 
ing.” Address delivered to New 
York members by Harold Vinton 
Coes, of Ford, Bacon & Davis, Inc. 
1932 12 Pages 50¢ 


Year Books 


1932, 1933, 1934, (1935 and 1936 
out of print) 1937, $2.00. 1938, 
$2.50. To be published in March 
1940, Year Book of 1939, $2.50. 


“The Controller” 


All issues since February, 1934, to 
date, with exception of May, 1934, 
February, 1936, September, 1937, 
and May, 1939 issues, which are 
out of print. 50¢ Each 


Duties of Controller 
A single sheet, presenting the defini- 
tion by The Controllers Institute of 
America, of the duties of a control- 
ler. 
Sent free upon request. 
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L.dttortal Comment 


AID a controller recently: “One of the things we 

hear most often in upper executive circles is a 
cry for accounting executives who have perspective, 
organizing ability, managerial skill, initiative, and 
power of expression.” This comment constitutes, in 
brief form, a comprehensive description of what the 
modern controller should be. 

This controller went on to say that men in this 
field should contribute original thinking to the solu- 
tion of the problems of their particular companies. 
This point of view is being adopted gradually by the 
higher executives of business. When a demand for 
better controllership emanates from that group, con- 
trollership will improve, its procedures will be bet- 
tered and controliers themselves will become more 
useful to the companies with which they are affliated 
than they have been permitted to be in the past. 

This development merely follows the pattern en- 
visaged by forward looking controllers several years 
ago when The Controllers Institute of America was 
in process of organization, namely, that controllers 
themselves should not be self-seeking, should not 
attempt to push themselves forward, but instead 
should let their works speak for them. These con- 
trollers believed that the initiative should be taken 
by the higher business executives in giving greater 
responsibilities and authority to controllers than in 
earlier days; that the demand should be crystallized, 
recognized, and expressed by others than controllers 
themselves for the services which well equipped con- 
trollers are in a position to give. 

It is working out that way. Top business execu- 
tives are asking for such services from controllers, 
and are getting them. This runs all through the busi- 
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ness fabric, from the large companies down through 
the medium sized to the small companies. Executives 
of some of the large and medium sized companies, 
it must be noted, have been demanding and receiv- 
ing such service from their controllers for years. It 
is partly because of the example which these large 
companies have set that more and more business 
executives, company directors and bankers are wel- 
coming this thought concerning controllers which is 
for them in many instances an entirely new concept. 
Let the demand continue for “accounting execu- 
tives who have perspective, organizing ability, man- 
agerial skill, initiative, and power of expression.” 
Such men are available, men who are equipped with 
those talents and abilities and who are willing to 
apply them in the interests of business concerns. 
Many a top executive might discover that he has 
such a man in the person of his present controller, 
but that his talents are being smothered and their 
exercise restricted and the company deprived of the 
benefits of modern controllership, because of un- 
willingness to abandon outmoded procedures and to 
adopt modern ways of meeting business competition. 
The demand for modern controllers is there; the 
supply is not entirely lacking. The “world do move.” 


HAT the Controllers Institute of America faced 
a far reaching educational program, if its objec: 
tives as defined by its founders were to be attained 
over a course of years, was recognized by its officers, 
directors, and members generally in the early months 
of The Institute’s existence. The Institute found first 
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that it was necessary to instill new thoughts and 
information concerning controllership and its func- 
tions and technique in the minds of controllers them- 
selves, and of those who were performing some con- 
trollership functions under other corporate titles or 
with no title at all; second that the business public 
generally needed to be informed as to what a con- 
troller is and what he does, and especially as to his 
value to a business concern; and third, that there was 
a real desire on the part of many young men to find 
material in university curricula which would give 
them the preliminary training that would lead to 
positions as assistant controllers, and eventually as 
controllers. 

Great progress has been made during the past nine 
years in carrying out all three portions of this educa- 
tional campaign. A great deal of valuable material 
has been assembled and published, much of it in the 
columns of this magazine, and some in the form of 
special publications and reports. The Institute has 
made noteworthy progress in its publishing program. 

In the past year there has been an increasing de- 
mand, especially on the part of business executives, 
directors, and bankers, for material answering the 
question, ‘““What is a controller and what does he 
do?’ A similar demand from teachers is noted, and 
controllers themselves have been notably receptive 
to material of this character. 

In response to this need The Institute is planning 
to publish a booklet tentatively entitled ‘“Controller- 
ship Practice.” This will not be a controller’s hand- 
book nor will it be a treatise on the details and tech- 
nicalities of accounting and other procedures. 
Rather, the purpose is to cover the application of 
these by the controller to the management job. Fur- 
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ther details of what it is proposed to include in the 
booklet are given elsewhere in this issue. 

The booklet will be prepared by Mr. John H. Mac- 
Donald of the National Broadcasting Company in 
conjunction with the Officers of The Institute, its 
Committee on Publications, and the Board of Direc- 
tors. Mr. MacDonald has been a member of The In- 
stitute almost from the beginning, is a member of the 
National Board of Directors and chairman of the 
Committee on Education. He has written exten- 
sively, including the books “Office Management’ 
and “Practical Budget Procedure.” 

This is a significant step in the progress of The In- 
stitute and marks a further advance in the contribu- 
tions of The Institute to business generally and to 
controllership in particular. It is expected that the 
booklet will make its appearance this summer. 


k,n and time limitations do not permit publi- 

cation in this issue of even a brief report of the 
Mid-Western Conference of Controllers which took 
place in Chicago on April 22, except that one of the 
dinner addresses, that of Mr. Arundel Cotter, indus- 
trial editor of ““The Wall Street Journal,” is included 
in this number. More than three hundred members 
of The Institute and visitors attended the group con- 
ferences during the day, and the closing dinner. The 
program presented much worth while material. The 
real significance of the affair, however, was the dem- 
onstration which it gave of the high standing of 
controllership in that section of the country. The 
members of The Controllers Institute of America in 
that section are to be congratulated on the success of 
the undertaking. 
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Although the question of inventory 
control and of that system of inventory 
control known as last-in, first-out, or 
LIFO, has been very much talked about 
in the last two years or so, there seems 
to be a considerable lack of knowledge 
as to what it is, what it does, and how 
it operates. Since I started writing 
about the subject, first in The Wall 
Street Journal and later in Barron’s, I 
have been amazed by letters received 
from accounting officials of some of 
our largest industrial companies telling 
me they had never heard of last-in, 
and, in one or two cases, being gener- 
ous enough to ask my advice concern- 
ing control as applied to their own 
inventory problems. Yet inventory con- 
trol, and last-in, first-out in particular, 
appear to embody a principle so simple 
and obvious that it is amazing that it 
was not adopted generally by industry 
a great many years ago. 

Many of you will remember, per- 
sonally or by reputation at any rate, 
the late George M. Reynolds, a banker 
of whom Chicago had every right to 
be proud. I think it was in the sum- 
mer of 1922, just when business was 
turning to the better after the post-war 
depression, that I was lunching with 
Mr. Reynolds while on a visit to this 
city. I had saved a few dollars in 
cash at the time and thought that it 
might be a good opportunity to buy 
stocks then. Mr. Reynolds agreed with 
me that the time was propitious, but 
when I ventured to ask what particular 
stocks he would recommend, he re- 
plied as nearly as I can recollect in 
these words: 

“I am not going to pick out individ- 
ual issues. Just buy the stocks of those 
companies that have retained their re- 
ported profits in cash. Never buy 
brick and mortar.” 

That conversation brought me a sub- 
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stantial return. What is more, it for 
the first time turned my thoughts to 
the importance of cashi in business. 


Can Nor Pay DIVIDENDS OUT OF 
MORTAR 


There are a great many business 
men, I am afraid, who have completely 
lost sight of the fact that the object of 
business is to make money—the only 
thing that you can use with which to 
pay dividends. 





LARIFICATION of what use 

of the last-in, first-out method 
of inventory pricing will mean to 
business concerns was one of the 
principal purposes of an address 
by Mr. ARUNDEL COTTER, indus- 
trial editor of “The Wall Street 
Journal,” in Chicago on April 22, | 
where he spoke before the dinner | 
meeting of the Mid-Western Con- 
| ference of Controllers. An audi- 
ence of 300 controllers and other 
corporate officers heard him de- | 
scribe the workings of this proce- 
| dure. 

There has just been published a | 
| book written by Mr. COTTER, | 
"Fool's Profits,” a review of which | 
is published elsewhere in this mag- | 
azine. It is a privilege to present 
our readers the illuminating ma- 
terial contained in Mr. COTTER’S 
address. The subject is one that is 
prominently in the minds of con- 
trollers at this time, when consid- 
| eration is being given by many 

companies to the problem of 
| whether or not to ask permission 
of the Internal Revenue Commis- 
sion to adopt this method of pric- 
ing inventories. 
—THE EDITOR. 
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Last-In Inventory Costing Reflects 
Actual Changes in Assets 


You can not pay dividends out of 
brick and mortar, and you can not pay 
dividends out of copper, wool, cotton, 
cocoa, lead, or what you have in your 
inventory. 

I want to lay down as a broad rule 
that, except for additions to volume 
or improvement in quality of physical 
assets of all kinds, the only real profits 
of business are those realized in cash 
or cash equivalent. Changes in the 
market value of physical assets, vol- 
ume and quality being unchanged, are 
meaningless, and to regard them as 
profits is a delusion and a snare. 

If a farmer starts the year with one 
hundred head of cattle and five thou- 
sand dollars in the bank, and at the 
end of the year still has one hundred 
head of cattle and five thousand dol- 
lars in the bank, he has not increased 
his worldly goods even though he has 
swapped his first herd of cattle for a 
new herd, and the market quotation 
of beef has risen. 

Yet when a corporation buys a mil- 
lion pounds of copper at 10 cents and 
on a rising market sells the manufac- 
tured product at the equivalent of 12 
cents for the raw material, it reports a 
profit of two cents a pound, even 
though to continue in business it had 
to repurchase an equivalent amount of 
exactly the same commodity at 12 cents 
a pound. What it has done is simply 
to swap holdings of copper; its real 
wealth measured in copper and in cash 
is exactly the same as it was before. 


Net GAIN IN WEALTH IMPORTANT 


I am well aware that some people 
will say it was the first material we had 
on hand that we sold and therefore out 
profit must be gauged from it; that a 
repurchase was an entirely separate 
transaction. But is it true that it is 
always the first material in that goes 
out first? Do you not often work from 
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the top of the stock pile—unless you 
are a processor of perishable goods ? 

And even if this objection were 
well-based, what is the difference? A 
manufacturing company has thousands 
or millions of interlocking transactions 
throughout the year. In its earnings 
statement it tries as nearly as possible 
to show its net gain in wealth, as the 
result of all these transactions. 

In my recently published book, 
“Fool's Profits,” I give instances to 
show that so-called profits derived 
from replacement of low-cost inven- 
tory by high-cost inventory are often 
not profits but losses. Among others, 
I used an exceedingly simple illustra- 
tion—of a man selling a house in 
which he lives for more than he had 
paid for it, but being induced by his 
wife to buy another for the same price. 
He gained no cash or anything else, 
but he had to pay a percentage of his 
profit to the tax collector. Reckoned in 
actual wealth, cash and physical prop- 
erty, he was poorer from the deal. 

Let us assume that our theoretical 
buyer started with $30,000 in cash at 
the very bottom of a depressed real 
estate market. He bought his home 
for $20,000, leaving $10,000 in the 
bank. During the year, and with real 
estate values rising, he sold for $30,- 
000, but bought a similar house with 
the cash realized from the sale. Assum- 
ing he had a pretty good salary, his 
taxes might run as high as $2,500 on 
the reported profit, so that on March 
15 of the next year he would have a 
house and $7,500, instead of a house 
and $10,000. 

If real estate values continued rising 
at the same rate, and each year he sold 
his house at a $10,000 so-called profit, 
teplacing with another at the price real- 
ized, his bank balance would be wiped 
out in four years. In that time he 
would have shown a profit of $30,000 
after taxes, but his actual assets would 
have shrunk $10,000. 

Let us reverse the trend. If the real 
estate market declined after the first 
purchase, and he sold and replaced for 
$15,000, he would still have a home 
and $10,000 in the bank. 


BOOKKEEPING SYSTEM WRONG 


It seems perfectly obvious to me that 
a system of bookkeeping which shows 
profit when actual assets, as measured 
by goods and money, are shrinking, 
and reports losses when similarly meas- 
ured assets are stable or even increas- 
ing, is wrong. And I can assure you 
this is exactly what a great many cor- 
porations have been doing for years, 
and are still doing. 

It was to overcome this situation, 
to make profits and losses reflect as 
nearly as possible gains or shrinkages 
in actual assets, that “normal stock” 
and last-in, first-out systems of inven- 
tory accounting were devised. You 
know and I know that normal stock 
is not recognized for income tax pur- 
poses, but it is necessary to refer to it, 
since it was the parent of last-in, first- 
out, is based upon the same principle, 
and its longer use permits the oppor- 
tunity of showing how these basic 
principles work out in actual operation. 

Last-in, first-out, or LIFO, as it is 
quite commonly referred to now, is de- 
signed to make accounting profits re- 
flect actual gains in total assets. It is 
not designed, as a great many people 
believe, to achieve stability in earnings 
or stability in financial condition. That 
it does often get these results, I may 
say almost invariably get these results, 
is all to the good, but is incidental. It 
is distinctly not an artificial system. In 
fact, I think it is the only logical sys- 
tem, and that first-in, first-out is arti- 
ficial—or shall we say a fungus growth 
upon the accounting body. 

If you are a user of first-in, if you 
treat as cost of sale the material first 
purchased, it is entirely likely that your 
sales price in a period of rising com- 
modity quotations will not be sufficient 
to cover your cost and to replace. For 
instance, suppose you are a copper fab- 
ricator and purchase copper at 6 cents 
a pound. Your fabricating, selling and 
other costs total 3 cents a pound (these 
figures are entirely empiric, as I have 
not the vaguest idea what cost of cop- 
per fabricating may be; but you can 
use any figure and the result will be 
the same). 

You therefore figure your total cost 


The Controller, May, 1940 





159 


at 9 cents a pound, and will probably 
be glad to sell for ten cents, crediting 
yourself with one cent a pound profit. 
But if you have to replace at 8 cents, 
you will find yourself at the next oper- 
ation with the same amount of copper 
and one cent a pound less in cash. 
Continuation of this process with 
steadily rising prices for some time, 
will mean your cash is being depleted 
more and more; and this depletion will 
be increased by the taxes levied by the 
government and the various states, and 
by the dividends you will pay. For 
these two items, taxes and dividends, 
must be paid in cash. 


SURPLUS WILL DISAPPEAR 


When, as must happen, the ascend- 
ing price spiral collapses, and you have 
to write down inventory, the surplus 
you claim to have accumulated over 
the years will just disappear. 

Using last-in, as you know, you cost 
against sales the last material pur- 
chased, as nearly as possible replace- 
ment cost, and if you can you price 
your product to reflect this cost, plus 
manufacturing and other expenses to 
allow yourself a profit. The obvious re- 
sult is that when the sale is made your 
material assets are the same as you had 
when you started, but your cash has 
increased. 

With this cash you can pay taxes 
and dividends without injuring your 
financial position. Your profit has been 
a cash profit which you can put in the 
till until you decide how to use it. 
And it is the profit in the till that 
counts! 

Now I am not going to try to dis- 
cuss the accounting details, the tech- 
nical aspects, of last-in, first-out inven- 
torying. I must assume that you gentle- 
men know vastly more about it than I 
do. If you do not I am sorry for you. 

Thus far for the theory. Yet the 
question may remain in your minds: 
“Will it work?” So now I come to 
the proof of our pudding. Normal 
stock, which, remember, was the pred- 
ecessor of last-in, has been in use in 
this country since 1903, but even up 
to the 1920's of happy memory—until 
1929—the number of concerns using 
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it was extremely limited. Without 
fear of contradiction I make the state- 
ment that every concern that used nor- 
mal stock at that time went through 
the depression with more stable earn- 
ings and with its financial condition 
less impaired than did any other com- 
pany engaged in the same industry and 
using first-in. 

It is true that companies not using 
normal stock went through the depres- 
sion with flying colors. But these were 
either concerns without an inventory 
problem or that were able to hedge 
their commitments on the commodity 
markets, thus accomplishing much the 
same results as by the inventory con- 
trol system I advocate. Or they might 
have been companies which, with 
problems peculiar to their industry, 
employed an inventory system espe- 
cially adapted to their needs. 


INVENTORY TREATED AS FIXED ASSET 


For instance, the tobacco companies, 
as you all know, used and still use the 
average cost system. First-in would 
be suicidal to these companies, and I 
doubt that last-in would serve their 
needs, because of the necessity of car- 
trying inventory for about three years. 
But you will note that these tobacco 
companies carry their inventories at 
cost, average cost, and do not attempt 
to adjust them to market, no matter 
what happens. To a certain extent, they 
treat inventory as a fixed asset, and this 
is one of the principles of LIFO. 

I want to call your attention again 
to something I discovered when I was 
working up statistics for my book. | 
had been told, and knew from my own 
observation, that costing on a replace- 
ment basis resulted in stabilization of 
earnings. But I also found that com- 
panies using this method maintained a 
sound cash position in good years 
and bad. I remember talking to the 
treasurer of one of these companies 
and he suggested that I go slow in 
discussing this, as it might be due to 
other causes. At any rate, he said, he 
could see no reason why replacement 
costing should affect cash position. 

It seems to me there is a very defi- 
nite connection between the two. If 
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we consider that these companies re- 
garded as profits only the cash realized 
over replacement cost of raw materials 
and producing, selling and other costs, 
obviously their cash position would not 
be impaired by income taxes, judi- 
ciously paid dividends, or similar 
causes. The profits of these companies 
were profits in the till, and at least a 
part of them stayed in the till. 

For a great many years the prophets 
of inventory control, an extremely lim- 
ited number of accountants and corpo- 
rate executives, have been voices crying 
in the wilderness. Today I am glad to 
say that the accounting profession as a 
whole, if not quite agreeing with them, 
admits they “have something.” What 
I know of inventory control I learned 
at the feet of these gentlemen. On one 
question, however, I am inclined to go 
further than they are. In their preach- 
ments they have suggested that last-in, 
first-out, or other inventory control, was 
necessary only to concerns carrying a 
large percentage of their assets in vola- 
tile raw materials. I contend that with 
the exception of such companies as 
those engaged in the service industries, 
and whose inventories—they are not 
inventories in the true sense—are 
merely materials for their own use and 
not for manufacture and resale, all 
companies purchasing and processing 
raw or semi-finished materials need 
some kind of method to control their 
inventories. Moreover, I believe that 
in most cases, LJFO is the best method. 


NEED OF INVENTORY CONTROL 


The need of inventory control nat- 
urally is more urgent in some cases 
than in others. It depends upon a 
number of factors, including relative 
volume of inventory, price volatility 
of same, volatility of demand for prod- 
ucts, degree of integration, and others. 
Obviously, a company that mines a 
large part of its own raw materials is 
not as much affected by market swings 
in the price of the raw material as the 
one that has to buy the smelted prod- 
uct. 

Yet if we take the case of the steel 
industry, one generally believed to be 
highly integrated and relatively free 


from inventory problems, we find that 
it does have an inventory problem and 
by- no means an unimportant one. 
Since my articles on last-in started to 
appear in Barron’s last summer I have 
been consulted by accounting execu- 
tives of large steel concerns who said 
that fluctuations in certain materials 
they buy, scrap particularly, materially 
affect their profits from year to year. 
And one may remember that during 
and for a year or two after the last 
war the United States Steel Corpora- 
tion built up an inventory reserve 
which approached the hundred mil- 
lion dollar mark. It stated in its re- 
port that this reserve was created to 
write down inventory to pre-war levels. 
And the reserve which accomplished 
much the same thing as would have 
been achieved had United States Steel 
adopted LIFO before the war served 
materially to lessen the impact upon 
Steel’s earnings of the depression of 
1921-22. 

I can think of no industry whose 
inventory problem today seems less 
concerned with price fluctuations in 
raw material than the growing airplane 
industry. Its problem is related to 
model changes. If a million or two 
is spent to develop a new ship, what is 
the first ship produced worth as an 
inventory item? Yet the airplane com- 
panies purchase a good deal of raw 
material. I believe that the day is not 
so far off when their production will 
be stabilized to the same extent that 
automotive production is at present. 
When that time comes it is probable 
that the plane makers will be carry- 
ing much larger stocks of materials of 
all kinds than they now do, and that 
control, designed to mitigate the fluc- 
tuations in the price of these materials, 
may be vital. 


REVENUE DEPARTMENT Now 
PERMITS USE 


Perhaps the greatest difficulty that 
the earlier proponents of last-in, first- 
out encountered was the fact that its 
use was not permitted for income tax 
purposes. As you are all aware it 
was only last year that the Revenue Act 
was changed in this respect. Rightly 





or W! 
to m' 
tent t 
It 
quire: 
up. 
Treas 
act af 
they 
gover 
Some 
that a 
extren 
only 1 
is a te 
tion 1 
Depar 
I shou 
makin 
ity wi 
Act, a 
by Ser 
the cot 
change 
raised 
Seve 
poratio 
brink « 
a prob! 
deal of 
As y 
starting 
last-in 
market 
ous yee 
ation s 
insofar 
changes 
deed, tl 
theory, 
Under 
volume 
effect as 
continuc 
that th 
marketw 
teflect o 


W 


Whicl 
that is v 
m Th 
“Suppos 
when ou 
telativel) 


a 


als 


ast 


als, 


that 
irst- 
its 
tax 
e it 
Act 
htly 








or wrongly, I lay the flattering unction 
to my soul that I helped to some ex- 
tent to bring about this change. 

It is possible that the law still re- 
quires a certain amount of clearing 
up. The regulations issued by the 
Treasury Department interpreting the 
act are perhaps not quite as lucid as 
they might be, but whoever knew a 
governmental regulation to be lucid? 
Some interested parties have suggested 
that at least one of the regulations is 
extremely rigorous. Of course it is 
only my opinion, but I believe there 
is a tendency to read into the regula- 
tion in question something that the 
Department does not mean to imply. 
I should be surprised if any company 
making a switch to last-in, in conform- 
ity with the apparent intent of the 
Act, and with the explanation given 
by Senator Pat Harrison, chairman of 
the committee which recommended the 
change, encounters material difficulties 
raised by income tax officials. 

Several accounting executives of cor- 
porations who were hesitating on the 
brink of last-in have presented to me 
a problem that is giving them a good 
deal of concern. 

As you know, the act provides that 
starting inventory for the year in which 
last-in is adopted shall be valued at 
market as of the last day of the previ- 
ous year, and that this starting valu- 
ation shall remain unchanged except 
insofar as it might be affected by 
changes in volume of inventory. In- 
deed, this last is implicit in the last-in 
theory, as well as required by law. 
Under this theory, at least a certain 
volume of inventory is regarded in 
effect as a fixed asset as necessary for 
continuous production as is plant, and 
that therefore its price fluctuations 
marketwise should never be allowed to 
teflect on profits or losses. 


WOULD STOCKHOLDERS BE 
DECEIVED ? 


Which brings us to the problem 
that is worrying the gentlemen I refer 
to. The question they ask is this: 
“Suppose we switch to last-in at a time 
when our raw material inventories are 
telatively high-priced, and later the 
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market values decline, as they will, 
will not the statement of inventory at 
the higher price deceive stockholders 
as to our assets and profits?” 

No one, so far as I have yet been 
able to discover, is at all concerned 
about having to report inventories to 
stockholders at a figure below the 
market. Perhaps this in a sense fe- 
flects credit upon their sentiments. It 
is due to the feeling, which has some 
justification, that extreme conservatism 
is the benefit of stockholders. 

Now I am all for conservatism—up 
to a certain point. But deliberate un- 
derstatement of assets or earnings in 
ptinciple is just as bad as deliberate 
overstatement. You deceive the stock- 
holder when you present him figures 
which might induce him to sell his 
securities for less than they are worth. 
He is entitled to know the facts. And 
it is a question only whether under- 
statement should be preferred to ex- 
aggeration. In my experience as a 
financial writer, how often have cor- 
poration heads admitted to me—not 
only admitted but boasted—that their 
real earnings and assets were materially 
in excess of those reported to stock- 
holders; that they had written off 
everything but the kitchen stove. Of 
course I am speaking of the good old 
days when corporations had profits to 
write off. These were honorable men 
who believed utterly that they were 
doing the right thing. It never oc- 
curred to them that they were not 
guardians of orphans, but trustees for, 
employees of, grown people who had 
a right to know what their properties 
were doing, good or bad. 


Not QUESTION OF DECEIVING 
STOCKHOLDERS 


Now if it were a question of deceiv- 
ing stockholders I should be against 
last-in or any method that did that. 
After all, my whole career has been 
spent in trying to get the facts for the 
investor, and I should be false to every- 
thing in me if I contributed towards 
deluding him. It is because I believe 
and know that last-in, first-out permits 
better information to the stockholder, 
more than for any reason, that I ad- 
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vocate it. The problem that is so 
worrying these gentlemen is not a 
problem at all, once you understand 
the essentials. 

Let us take first the question of in- 
formation regarding earnings. Need 
I point out that the earnings state- 
ment of a corporation or other busi- 
ness association, and its balance sheet, 
although they should tie up in certain 
particulars are basically two different 
things, and the difference lies herein. 

The earnings, or income statement, 
is a record of the operating results for 
a single accounting period, usually a 
year. If you accept one of the prin- 
ciples of last-in, that costs of oper- 
ation in a given year are the costs ac- 
cruing during that year, in the case of 
inventory replacement costs, then value 
of inventory at the end of the previous 
year has nothing to do with earnings 
one way or the other. To use changes 
in this value to distort the operating 
results of the year tends to deceive the 
stockholder as to what happened in 
that year. 

A balance sheet, on the other hand, 
is a sort of catch-all; it is the record 
of the accumulated operating results 
since the business started. If there 
have been errors in judgment in any 
previous year, this is the place to ac- 
knowledge them. 

A number of corporations, at one 
time or the other, have come to the 
conclusion that their plant values were 
too high, and have written them down. 
I am not speaking, of course, of de- 
preciation, which is a recognized and 
proper business charge. I have yet to 
hear of a corporation that has charged 
this write-down to earnings of a given 
year. Of course not. They have one 
and all charged it against surplus, a 
balance sheet item, and that is where 
it belongs. 


VALUE OF INVENTORY Is 
ASCERTAINABLE 


I do not deny one essential differ- 
ence between plant and inventory even 
though you regard inventory as a fixed 
asset. The market value of inventory 
is ascertainable; and that of plant 
usually is not. 

(Please turn to page 180) 








Annual Report Merely Best Judgment 
of Management, Independently Checked 


Current discussions seem to me to 
over-emphasize the factual character 
attributed to an auditor’s report. 

One would be bold who would ven- 
ture to say what security holders in 
the mass expect from the annual re- 
ports of corporations, or from the 
auditor’s certificate in connection with 
the balance sheet, the income account, 
and the surplus account. It may be 
that the public wants the annual re- 
port and the auditor’s certificate to be 
a cold mathematical calculation of fact. 
If that is what it wants, it can not get 
it and it should be told so. 

Whenever the public has lost money 
it is always willing to blame someone 
else for its errors of judgment and so 
it is only natural that any one who has 
had any relationship to the situation 
should be blamed. Few of the security 
holders in the event of trouble will 
be inclined to look at their own re- 
sponsibilities and consider whether 
they were not taking risk blindly. As 
long as human nature is as it is, and 
bears promise of remaining, and un- 
til the public understands what public 
accountants do, we can expect the kind 
of attacks which have been made upon 
management and upon auditors dur- 
ing recent years. 


FALSE EMPHASIS ON AUDITOR’S 
REPORTS 


As long as these attacks are to be 
expected it will be helpful for man- 
agement to consider what it can do 
reasonably to protect itself against un- 
warranted attacks, or lessen their vio- 
lence, just as it will be helpful for the 
accounting profession to consider what 
its duties are, what its obligations are, 
not only for doing its work up to the 
full measure of its responsibility, but 
for carrying to the general public some 
understanding of what it can expect 
from annual reports and some indica- 
tion at least of the point beyond which 
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it can not place absolute reliance upon 
the mathematical accuracy of such re- 
ports. 

The trend of developments in this 
field over the last six years seems to 
me to have placed a false emphasis 
upon the need and the value of 
auditor’s reports. The trend has been 
toward a great mass of reports about 
the so-called facts of a business, and 
to forget everything else. I recognize 
the great danger in making this state- 
ment because to the careless listener 
it might leave the impression that I at- 
tribute no need for and no value to 
such reports. This is not at all the 
fact. I recognize both the need and 
the value in full measure, I hope, but 
I purpose to mention some other fac- 
tors than those which can be covered 
by an annual corporate report. 

The difficulty, as I see it, is that the 
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popular thinking has gone in the di- 
rection that if corporate reports were 
accurate, security holders would be 
able by analyzing them to tell the di- 
rection or the trend of future earnings 
of the company in question. This 
seems to me to be a fantastic concept. 
It represents the valor of ignorance. | 
recognize that when I sketch some of 
these other elements the factual char- 
acter of the report and the auditor's 
certificate may seem relatively unim- 
portant. So I want to stress again that 
no one recognizes more than I, I hope, 
both the need and the value of the 
best kind of corporate reports primarily 
as an accounting for a stewardship 
rather than as forecasting or attempt- 
ing to forecast or even indicating a 
future trend of earnings. 

I think that the accountant or the 
management official attempting to dip 
into the future can do little good, and 
more often will do only harm to him- 
self and the stockholder aimed to be 
served. Rather the function of man- 
agement and the auditor too should be 
to give the security holder their honest, 
conscientious judgment as to the year’s 
operations and the position at the end 
of the year. 

There is no need to stress to any- 
one in this room the impossibility of 
absolute factual certainty existing in 
such reports. There is no need to 
emphasize to you that these reports at 
best are historical and that they are 
based in large measure upon account: 
ing convention. At best they do not 
govern the valuation placed by the 
public upon the security of the com- 
pany in question. 

They are important, but they are 
only one of several important factors. 
Their importance to the investor lies 
in their being honestly stated as the 
result of careful effort and a com 
scientious attempt to present the best 
judgment that can be brought to beat 
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upon the facts. Their importance lies 
also in the fact that a good judgment 
about the overall soundness of the 
figures is reasonably possible in the 
field of accounting. It can never be 
more than a judgment; it can hope- 
fully be a sound judgment. It ought 
to be a conscientious judgment and 
every step should be taken to insure 
that it be this. 


REPORT CAN Not GIVE ADEQUATE 
PICTURE 


It is obvious folly to assume that 
an adequate picture of a business can 
be given in an annual report. One can 
learn no more from a report, even a 
perfect one, than he can learn about a 
man by seeing his picture with possibly 
a photostat of his tax return, or by 
treading a biographical sketch from 
“Who's Who” or the Congressional 
Directory. This general understand- 
ing of the nature of annual reports 
exists on the part of all men who have 
worked on the problem, and yet our 
laws relating to the problem, many of 
their authors and even their adminis- 
trators, seem to proceed on the assump- 
tion that there is need for much more 
precision in accounting practices. 

I am ready to agree that there will 
always be need for more competence 
on the part of management and of 
auditors. There will be need for 
better judgment, there will be need 
for more courage to face the facts 
and to present them in simple, clear, 
understandable language, but I doubt 
there is any warrant for devoting work- 
ing time to a consideration of many 
of the finely spun arguments striving 
for absolute accuracy of annual tre- 
ports. Until we repeatedly point out 
the true nature of an annual report, 
that it purports to be only the best 
judgment of management, and _ that 
such judgment has been independently 
checked, we may expect the public 
in some measure to misunderstand. 

There are enough major problems 
in presenting this judgment of manage- 
ment and auditors to warrant a lot 
of time and effort but the attempt 
to get so precise and to present great 
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masses of figures, in my opinion, is not 
worth while. 

Certainly when difficulties arise the 
public asserts that it has placed great 
reliance upon management, directors, 
accountants, and, of course, I could 
not overlook the fact that they seem 
sometimes to place reliance upon in- 
vestment bankers. There will always 
be an element of human frailty which 
will induce unfair attacks as well as 
fair attacks upon those I have men- 
tioned, but that is not the whole 
situation. I think it is the job of all 
of us to assume those responsibilities 
which we reasonably can assume—to 
strive for a definition of the responsi- 
bilities, and then for public under- 
standing of what the responsibilities 
are. 


WHAT ARE STOCKHOLDERS’ 
RESPONSIBILITIES ? 


Along with that could well go a 
statement of what a stockholder’s re- 
sponsibilities are so that he might 
understand what he can reasonably ex- 
pect from an annual report, and par- 
ticularly so that he will understand 
what he can not expect from such a 
report. Unless this is done those of 
you who have come up to now, with- 
out coming directly under govern- 
mental control, should look at the 
situation in the investment banking 
field if you have any doubts about 
what will happen to you if this job 
is not done. Doing it may not pre- 
vent the same thing from happening 
to you, but unless it is done the present 
temper of political opinion may be 
expected to bring about the same re- 
sult as has occurred in the investment 
banking field. 

I think we need not concern our- 
selves tonight about the degree of re- 
sponsibility owed by management, by 
directors, or by auditors, to the security 
holders. That problem can better be 


left to lawyers. 

I believe the stockholders are the 
backbone of American business. I 
believe that the management which 
places their interests first in a truly 
enlightened self interest with the long 
range view will do the best job for 
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all concerned and gain the greatest 
reward for themselves. I think stock- 
holders are entitled to better corporate 
reports than they are getting today 
from many companies. I believe that 
if industry will see that stockholders 
get better reports they will have served 
the purpose of industry in general. I 
believe that industry in general, and 
particularly the managements of cor- 
porations in which the public is widely 
interested, have had their consciences 
quickened by the developments of late 
years. That part of the legislative and 
regulatory work is all to the good. 
My difficulty is that I believe the bene- 
fit of a state is best served by a sound 
healthy business life and that some 
of this legislation hampers or prevents 
this sound healthy business life. Much 
of the legislation is claimed to be justi- 
fied by the public’s rights to the 


“facts.” 
CAN Not Exact UNIFORMITY 


This so-called public demand for 
the facts creates a danger if it is met 
only by only the facts asked for. As 
long as the “facts” are not the only 
important thing, people are going to 
allege that they were misled by state- 
ments of facts. It is a long, slow, 
painful process to educate people to 
understand the limitations in so-called 
factual statements, and there is the 
nub of the responsibility upon man- 
agement and auditors, to be careful in 
their public statements not to say any- 
thing which is reasonably subject to 
misconstruction. 

One other thought which seems to 
pervade the entire writings of men 
interested in this subject today has 
been expressed by one writer who 
says: ‘The time has come, in my 
opinion, to exact uniformity in the 
reporting of gross revenues.” I am 
in entire disagreement with that con- 
cept of further compulsion as to such 
matters. I do not believe in any such 
kind of compulsion as an effective 
remedy, for when the attempt comes 
to state the degree of compulsion, or 
the standard of disclosure to be 
adopted, the standard will be a low 
one or else the compulsion will not 
work or will not be uniformly applied. 








The Commodities’ Futures Markets 


and Manufacturers’ Inventories 


Modern highly specialized economic 
activities have developed a number of 
markets wherein various raw materials 
or ‘commodities’ and dealt in on a 
futures basis. The futures markets have 
for many years served the different in- 
dustries with facilities for “hedging” 
to limit the price risks arising from 
wide price fluctuations in the various 
spot commodity markets, influenced by 
the demand and supply factors. 

The principal economic function of 
a futures market is to afford hedging 
facilities. Hedging, which can also be 
termed price protection, has been de- 
veloped over a course of many years 
on the various major commodities ex- 
changes, the protection thus obtained 
being in the nature of price insurance. 

The risks involved in the changes 
in the price trend of these commodities 
during the period of manufacturing 
makes some form of price protection 
highly desirable for manufacturers. The 
facilities of the futures markets are of 
importance to the producers and deal- 
ers who also may successfully employ 
hedging in their operations. 

Hedging may be defined as the bal- 
ancing of operations in spot markets 
with contrary operations in futures 
markets, to avoid risk of loss through 
price changes. The basic principle of 
hedging in any commodity is the main- 
tenance of an even or balanced market 
position. 

We shall arrive at the clearest un- 
derstanding of the principle of hedg- 
ing and its operations if we follow the 
assumed transactions of two assumed 
firms of manufacturers, say of cotton 


goods. 


SIMPLE PROCEDURE IN BY-GONE 
Days 


The older generation of manufac- 
turers tried to buy a full season’s sup- 
ply of cotton by January 1, and they 
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never hedged a bale of this inventory 
of raw cotton. They would buy cotton 
from the growers as soon as the latter 
began to bring the cotton to the mar- 
ket in the early fall, and would keep 
on buying until they had purchased 
enough to last them until the next 
crop. Cotton would be bought tre- 
gardless of the price and irrespective 
of whether or not the manufacturers 
were taking any cloth orders. 

As to the price, they simply assumed 
that if it went down after they had 
bought in one year, it would go up 
in another year, and ultimately, on the 
law of averages, the manufacturers 
were bound to come out all right. As 
to the orders for goods, the older 
generation went on the theory that buy- 
ers were certain to need goods sooner 
or later, and if these buyers did not 
buy during the period when raw cot- 
ton was being bought, they were sure 
to buy subsequently. 

This method of the older generation 
of cotton goods manufacturers exists 
still today in many industries, and it is 
therefore not surprising that corpora- 
tions’ balance sheets and income state- 
ments reflecting their activities during 
years of uncertain price trends or fall- 
ing prices usually show heavy losses in 
their inventory accounts. To give com- 
plete statistics for the above condi- 
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tions more space would be needed than 
this paper provides. 


MopERN METHOD OF INVENTORY 
PROTECTION 


The modern manufacturer, however, 
operates in the cotton market on the 
one hand, and in the yarn or cloth 
market on the other hand, in such ways 
that he either does not, as a rule, as- 
sume any price risks on the cotton that 
he consumes and on the goods that he 
produces, or limits those risks to what 
he considers safe proportions; and 
when he takes such risks he does so 
only after studying the market situa- 
tion and coming to a reasoned conclu- 
sion as to the direction in which prices 
are likely to move. In order to avoid 
price risks when he does not wish to 
assume them, and to limit them when 
he is willing to accept them, the mod- 
ern cotton manufacturer often supple- 
ments his buying of cotton in the spot 
market and his sales of yard and cloth, 
by purchases and sales of futures de- 
liveries of cotton on the cotton futures 
exchanges. 

The following examples of cotton 
hedging illustrate this principle. In 
the first instance the cloth manufac- 
turer hedges in order to avoid loss 
through decline in price of cloth man- 
ufactured in advance of sale. In the 
second example the cloth manufacturer 
hedged to avoid loss through advance 
in price of cloth before he obtains spot 
cotton for use in filling cloth orders. 
Please note balanced position; prices 
of cotton and cloth are arbitrary. 


EXAMPLE I 


A southern cloth manufacturer, finding 
that he is running out of cloth orders, and 
believing that the demand for cloth will 
soon revive and that when the demand 
comes buyers will order goods quickly, de- 
cides to buy a month’s supply of cotton to 
make goods for stock in order to avoid 
closing his mill, throwing his employees 
out of work and incurring losses through 
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idleness of his plant. He buys 600 bales of 
middling 15/16” cotton, prompt shipment, 
f.o.b. mill, at 65 points “on” New York 
December futures. Since December futures 
are selling at 11.63¢ per pound, and since 
he fixes the price immediately, he pays 
12.28¢ per pound, or $36,840. 

The cloth which he expects to make from 
this cotton is selling on a basis of 32.12¢ 
per pound. The 600 bales, or 300,000 
pounds of cotton, will make 1,056,000 
yards, or 264,000 pounds of cloth, the dif- 
ference of 36,000 pounds between the cot- 
ton and the cloth weight being due chiefly 
to tare, and to waste taken out in the man- 
ufacturing process. The manufacturer fig- 
ures his manufacturing and selling costs 
plus taxes, less allowance for waste sold, 
at 16.42¢ per pound of cloth, and calcu- 
lates that the cotton price of 12.28¢ and 
the cloth price of 32.12¢ would allow him 
a net profit of 1.75¢ per pound of cloth. 

However, the manufacturer fears that the 
price of cotton may fall and that the price 
of cloth may decline in about the same 
proportion before he sells the goods, and 
therefore he sells 600 bales of the Decem- 
ber futures on the New York Cotton Ex- 
change as a hedge against the inventory 
cotton. For the December futures, he re- 
ceives 11.63¢ per pound, or $34,890. 

A month later, the manufacturer having 
manufactured the cotton into goods as 
planned, now finds an urgent demand for 
these goods with buyers specifying quick 
shipment. Having goods on hand, he can 
supply this demand, but cotton and cloth 
prices have declined since he bought the 
600 bales of spot cotton a month earlier. 
New York December futures are now sell- 
ing at 10.53¢ and the goods are now sell- 
ing on a basis of 30.82¢ per pound. The 
manufacturer now sells the goods which he 
made at 30.82¢ per pound, or $81,364. 

Since the goods are now sold, he imme- 
diately buys back the December futures on 
the New York Cotton Exchange which he 
had sold as a hedge against the cotton. 
For these December futures he pays 10.53¢ 
per pound, or $31,590. 
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The following summary of the manufacturer’s account for the above transac- 





tions will show receipts and payments: 


1. Spot Cotton and Cloth Transactions: 
Paid for middling 15/16” cotton 
Received for cloth 

2. Cotton Futures Transactions: 


Received for December futures sold 
Less futures brokerage 


Net receipts for December futures 

Paid for December futures 

Plus futures brokerage 

Gross payment for December futures bought 


3. Cost of Manufacturing Cloth: 


Total cost, exclusive of raw materials, for labor, overhead, tax, 


selling commission, less allowance for 
(16.42¢ per pound of cloth) 


GRAND TOTALS 


Net profit from manufacturing 1,056,000 yards of cloth 





Receipts Payments 
$ 36,840 
$ 81,364 
$34,890 
90 
34,800 
$31,590 
90 
31,680 
waste sold, etc. 
43,348 
$116,164 $111,868 
$ 4,296 


This net profit equals 1.63¢ per pound or 0.41¢, about 2/5 of a cent per yard of cloth. 


IF MANUFACTURER Hap Not HEDGED 


Let us compare the results if the manufacturer had not hedged, eliminating thereby the 


futures transactions: 


Payments 
Paid for spot cotton $36,840 
Cost of manufacturing and selling cloth 43,348 
Total Cost $80,188 
Receipts 
Received for cloth $81,364 
Net Profit $ 1,176 


If the manufacturer had not hedged 
he would have lost about 34 of the 
profit which he realized on the hedged 
basis, through the decline of 1.30c per 
pound, equal to 0.32c per yard, on the 
price of the goods after he bought his 
cotton. If the goods had declined to- 
gether with cotton by another 14c per 
pound, equal to about 0.12c per yard, 
he would have had a net loss instead 


of a profit. 
EXAMPLE II 


During the summer a southern cotton 
manufacturer books orders for approxi- 
mately 1,760,000 yards of cloth, deliveries 
10% weekly after October 1, on a basis of 
37.59¢ per pound. To manufacture the 
cloth he will require 1,000 bales, or 500,000 
pounds of middling 1” cotton. The cloth 
will weigh 440,000 pounds, the difference 
of 60,000 pounds between the cotton and 
the cloth weights being due chiefly to tare 
and waste taken out in the manufacturing 
process. He will receive 37.59¢ per pound, 
or $165,396. 

In taking the cloth order at 37.59¢ per 





pound he assumes that he will be able to 
buy the middling 1” cotton at 100 points 
“on’’ New York October futures, and since 
the latter are selling at 10.25¢ per pound, 
that will make his cost of cotton in the 
bale 11.25¢. He calculates his manufactur- 
ing and selling cost, plus taxes, less allow- 
ance for waste sold, at 22.81¢ per pound 
of cloth and further figures that. this will 
give him a net profit of about 2¢ per pound 
of cloth. 

Since he realizes that he might pay an 
unnecessarily high “basis price” (i.e., num- 
ber of points on October futures), for the 
1,000 middling 1” cotton if he buys it 
hastily, as some cotton merchants may be 
asking 5 or 10 points more than other 
merchants and the “basis price’ may be- 
come slightly lower as the new crop comes 
to market, he wishes to canvass the spot 
markets thoroughly and to take a little 
time to buy the spot cotton; but he figures 
that the price of October futures will ad- 
vance before he obtains the cotton and he 
will have to pay more for the cotton that 
he allowed for when he booked the cloth 
order. Accordingly, to obtain immediate 
coverage of his cotton requirements, but at 
the same time to allow himself time to ob- 
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tain the best “basis price’ on the middling 
1” cotton, he buys 1,000 bales of New York 
October futures on the New York Cotton 
Exchange. He pays for these futures 10.25¢ 
per pound, or $51,250. 

A few weeks later the manufacturer is 
offered by a merchant 500 bales of mid- 
dling 1” cotton at 95 points on October fu- 
tures, prompt shipment, f.o.b. mill. Hav- 
ing found that this is the most favorable 
basis at which he can obtain this kind of 
cotton, he accepts the offer and fixes the 
price immediately. Since October futures 
are now selling at 13.25¢, this makes the 
cost of spot cotton 14.20¢ per pound, or 
$35,500. 

Since he has now obtained 500 bales of 
middling 1” cotton which he needs for the 
cloth order, he immediately sells 500 of 
the New York October futures which he 
had as a long hedge against his require- 
ments. He receives for the October futures 
13.25¢ per pound, or $33,125. 

A few days later he is offered by the 
merchant another 500 bales of middling 1” 
cotton at 93 points on New York October 
futures, prompt shipment, f.o.b. mill. Since 
he sees no possibility of obtaining mid- 
dling 1” cotton at a lower basis, he accepts 
the offer and fixes the price immediately. 
New York October futures are now selling 
at 13.05¢ and hence he pays for his cotton 
13.98¢ per pound, or $34,950. 

He further sells the other 500 bales of 
October futures which he had bought as a 
hedge. He receives for these October fu- 
tures 13.05¢ per pound, or $32,625. 


The summary of the above transac- 
tions is shown below: 


1. Spot Cotton and Cloth Transactions: 
Paid for middling 1” cotton 

500 bales $35,000 

500 bales 34,950 





Received for cloth 


2. Cotton Futures Transactions: 


Paid for 1,000 bales of October futures bought 


Plus futures brokerage 


Gross payment for October futures bought 


Received for October futures sold: 
500 bales 
500 bales 


Total 
Less futures brokerage 


Net receipts for October futures sold 


3. Cost of Manufacturing Cloth: 
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This net profit equals 1.99c per 
pound, or 0.49 of one cent (about one 
half a cent per yard of cloth). 


WITHOUT A HEDGE 


Let us compare the results if the 
manufacturer had not hedged. He 
would have bought the 1,000 bales of 
1” cotton immediately when he took 
the cloth order, without obtaining the 
offers from numerous shippers and 
might have paid 105 or even 110 
points on New York October futures, 
whereas he bought 500 bales at 95 
on and 500 bales at 93 on, making an 
average of 94 on October futures. 
Thus, he saved perhaps 15 points gross 
on his basis price, making a net saving 
of 9 points after allowing 6 points for 
brokerage commission on the futures. 
The net saving of 9 points per pound 
on 1,000 bales equaled $450.00. 

If the manufacturer had delayed his 
purchase of the 1,000 bales of mid- 
dling 1” cotton to obtain the lower 
“basis price,” but had not hedged his 
cotton requirements by buying futures 
contracts immediately, his account 
would have stood as follows: 


Receipts Payments 


$165,396 


$51,250 
150 


51,400 


65,750 
150 


65,600 


Total cost, exclusive of raw materials, for labor, overhead, taxes, 


selling commissions, less allowance for 


(22.81¢ per pound of cloth) 


GRAND TOTALS 


Net profit from manufacturing 1,760,000 yards of cloth $ 


waste sold, etc. 


100,364 


$230,996 





8,782 








Payments 

Paid for Cotton $ 70,450 
Cost of manufacturing and 

selling 100,364 

Total Cost $170,814 

Receipts 

Received for cloth $165,396 

Net Loss $ 5,418 


The above examples in cotton hedg- 
ing can be applied to any commodity 
which is traded in on a futures market. 
As the manufacturer must carry an in- 
ventory, whether large or small, 
whether in the raw, semi-finished or 
finished stage, the application of the 
hedging method to his raw material on 
hand or partly manufactured elimi- 
nates price risks and gives price pro- 
tection. 


ADVANTAGES OF HEDGING 


One can enumerate the opportuni- 
ties for using this hedging method as 
follows: 

1. To limit price risks the manufac- 
turer assumes from the time of pur- 
chase of spot commodity to the time 
he sells the finished goods. 

. To protect himself against an other- 
wise unavoidable loss on his in- 
ventory, when he is of the opinion 
that market prices are going to de- 
cline. 

3. To protect himself against a price 
decline when he purchases spot 
commodities to keep his factory run- 
ning. 

. To protect himself against a decline 
in prices when laying up stocks of 
finished goods for specialty pur- 
poses, which are of a seasonal na- 
ture. 

5. To protect a profit on the inventory 
during the» manufacturing process, 
when prices have advanced above 
the price level prevailing at the 
time he purchased the spot com- 
modity. 

6. To take advantage of the prevailing 
price for the spot commodity for 
futures requirements when he feels 
the market is due to rise; without 
the necessity of paying for and 
carrying the actual commodity until 
he needs it. 
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7. To establish the cost of the spot 
commodity against sales of the 
finished goods for forward de- 
livery when the actual spot com- 
modity for the order can not be 
easily purchased at the time of the 
placing of the order. 

The major futures exchanges serving 
the respective industries are mostly lo- 
cated in New York City. A list of 
such exchanges with the various com- 
modities which can be dealt in as fu- 
tures follows: 


Exchanges 


The New York Cocoa Exchange 
The New York Coffee and Sugar Exchange 
The New York Cotton Exchange 

The Commodity Exchange, Inc. 

The New York Produce Exchange 

The Chicago Board of Trade 

The Winnepeg Grain Exchange, Ltd. 
The New Orleans Cotton Exchange 


There are a number of other fu- 
tures exchanges in St. Louis, Minne- 
apolis, and Duluth, for grains, also a 
number of smaller exchanges for but- 
ter and egg futures, as the Mercantile 
Exchange in New York and the Chi- 
cago Mercantile Exchange. 

All these exchanges deal in futures. 
Futures may be defined as the unspeci- 
fied number of units of a certain com- 
modity covered by a purchase or a sale 
for future delivery on a futures ex- 
change. If a person buys or sells a 
commodity for future delivery on a fu- 
tures exchange the unspecified units 
represented by his purchase contract or 
sale contract are futures commodities. 
Each exchange sets a basis grade for 
each of the commodities traded in as 
delivery against the futures when de- 
livered, with premiums and discounts 
for higher or lower grades, respec- 
tively. 


FuTURES USEFUL TO OTHERS BESIDES 
MANUFACTURERS 


The utilization of commodity fu- 
tures contracts for hedging purposes 
does not end, by any means, with the 
manufacturer. 


Distributors and con- 


cocoa 

coffee, sugar, molasses 

cotton, wool 

hides, metals (copper, tin, zinc, lead) , rubber, silk 
cottonseed oil, tallow, pepper 

wheat, corn, rye, barley, oats, lard, pork bellies 
wheat, rye, barley, oats 

cotton 
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sumers of the finished articles pro- 
duced from the above mentioned com- 
modities buy and sell futures in the 
various futures exchanges to protect 
themselves from losses through price 
changes on unsold inventories, and un- 
filled requirements for finished goods. 
Every corporation using the protective 
hedging method is bound to weather 
any financial storm unless the whole 
country should go to ruin, in which 
conjecture no American will believe. 


Futures Markets for Commodities 





CLEVELAND ECONOMIST GIVES 
VIEWS AS TO BUSINESS 
FUTURE 


Speaking before the Cleveland Con- 
trol of the Controllers Institute of 
America on March 19, Mr. Russell 
Weisman, economist of ‘The Plain 
Dealer,” made the following observa- 
tions about the immediate business 
outlook: 


1. That virtually the entire increase 
in business activity recorded in the 
last quarter of 1939 had been lost, 
that both stock and commodity prices 
had receded to the early September 
levels, and that the country was again 
confronted with the problem of what 
the future contained. 

2. That the war had greatly stimu- 
lated certain lines of business activity, 
notably the air craft and machine tool 
industries, but that the sharp acceler- 
ation of business and employment in 
these fields had been insufficient to 
sustain industrial activity as a whole. 
Exports too had increased substantially, 
but here again the gains in materials 
and commodities designed for war em- 
ployment had been largely offset by 
trade shrinkages in other directions. 
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3. That no sharp stimulation of war 
business beyond current levels could 
reasonably be expected without repeal 
or sharp revision of the Johnson Act. 
The unavailability both of capital and 
of credit for the allied governments 
and their disposition to conserve their 
dollar balances in this country, have 
driven them out of American markets 
except for materials and supplies which 
they are unable to secure elsewhere. 
Only in the event of much more in- 
tensive warfare on the western front 
than is now in prospect can the allies 
be expected to liquidate their holdings 
in this country and convert the pro- 
ceeds from their sales into war supplies 
and basic raw materials. 

4. That after a full decade this 
country is still confronted with the 
fundamental problem of encouraging 
private investment. Unlike the world 
war period, the first six months of the 
present European war led to very lit- 
tle expansion of industrial plants and 
equipment, and instead of stimulating 
the flow of capital into such enter- 
prises it seemed to add to the hazards 
of long term investment, and thus in 
one way to accentuate the forces of 
depression. 

5. That the domestic political situ- 
ation would probably have a retarding 
effect upon business not later than the 
beginning of the second quarter. Years 
of national elections are not necessarily 
years of subnormal business activity. 
But in election years in which issues 
of a highly controversial character are 
at stake, such, for example, as 1896, 
uncertainty as to what the post-election 
financial situation will be tends almost 
invariably to slow down business ac- 
tivity in the three or four months im- 
mediately preceding the election. In 
view of the fact that the election of 
1940 is certain to involve issues of a 
highly controversial character and to 
determine in some considerable meas- 
ure whether we are to go forward 
with economic experimentation, on a 
broad front, or to turn back to an 
economy of free enterprise, it is rea- 
sonable to believe that political uncer- 
tainty will have a repressive effect upon 
business in the current year. 








SEC Now Administering Six Laws in 
Effort To Cure Financial Evils 


It has been said that the Securities 
and Exchange Commission is extremely 
difficult to describe accurately or com- 
pletely. However, this is a practical 
audience and the facts about the SEC 
are relatively easy to understand when 
discussed with persons familiar with 
problems of finance. It is true that if 
I attempted to give you a detailed sur- 
vey of the commission's activities you 
would be sitting here until long after 
dawn while I recited the details of 
many pages of laws and regulations. 
But while SEC has authority to deal 
with some very complicated matters 
the complications are largely legal and 
I shall attempt to give you the factual 
picture without going into too many 
legalistic obscurities. 

We administer six laws—the Secu- 
rities Act, the Securities Exchange Act, 
the Maloney Amendment to the Secu- 
rities Exchange Act, the Public Utility 
Holding Company Act, the Corporate 
Reorganization Act, and the Trust In- 
denture Act. From the standpoint of 
the non-lawyer these can be briefly de- 
scribed as laws directed towards four 
main purposes: 1) the assurance of 
fair disclosure of the material facts re- 
lating to new issues of securities of- 
fered to the public, including the as- 
surance of fair provisions in trust 
indentures; 2) the regulation of stock 
exchanges and over-the-counter mar- 
kets so as to prevent the manipulation 
of security prices and consequent fraud 
on investors; 3) the establishment of 
fair standards in corporation reorgani- 
zations; and 4) the regulation of hold- 
ing companies and holding company 
systems in the electric light and gas 
business. 


CONCERNED ONLY WITH FINANCIAL 
EvILs 


Yeu will note that in no SEC legis- 
lation is there any authority to inter- 
fere with the actual operations or in- 
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ternal management of operating busi- 
nesses as distinguished from finance. 
SEC regulates finance in one field— 
public utility holding companies—and 
advises concerning the proper financial 
structures of companies emerging from 
reorganization. However, even in those 
circumstances it does not attempt to tell 
business men what they may or may 
not do in connection with the every 





S° rapidly have the functions of 
\ the Securities and Exchange 
Commission expanded during the 
past six years that it has been diffi- 
cult for business executives to keep 
track of them. The concise picture 
given by the author of this paper 
will be helpful in bringing con- 
trollers and others down to date. 
Mr. SHAUGHNESSY is connected 
with the Division of Registration, 
of the commission. He makes the 
point that the commission does 
not attempt to tell business men 
what they may or may not do in 
operating their enterprises. What 
it insists upon is full disclosure to 
prospective investors concerning 
what has been done, and to that 
end is moving rapidly toward unt- 
form standards of accounting and 
reporting. He puts in a good word 
for strong internal organizations 
of business concerns. He describes 
the intensive work under pressure 
which is done when a registration 
statement is filed, and the steps 
taken to correct what the commis- 
sion believes to be deficiencies. 

It is an interesting inside pic- 
ture, presented from the point of 
view of the commission, which 
concludes with a plea for con- 
tinued cooperation from honest 
business. 

—THE Epiror. 
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day operations of their enterprises. We 
are concerned solely with those finan- 
cial evils which lead to burdens which 
business can not successfully carry and 
by reason of which investors are un- 
fairly deprived of their savings. 

The commission's Registration Divi- 
sion administers the Securities Act, the 
registration provisions of the Securi- 
ties Exchange Act, and the qualifica- 
tion provisions of the Trust Indenture 
Act of 1939. As officers associated 
with industrial corporations which pre- 
sumably are not public utility holding 
companies and are not in reorganiza- 
tion, these are the statutes with which 
you are most likely to be concerned. 
The Securities Act requires fair dis- 
closure of material facts to investors 
in connection with new offerings of se- 
curities through the mails or in inter- 
state commerce. This disclosure is ef- 
fected by means of the filing of a 
registration statement with the com- 
mission, which registration statement 
must include a prospectus containing 
in summarized form the material in- 
formation respecting the issue. 

Forms have been prescribed for reg- 
istration statements depending on the 
type of the security; the type of financ- 
ing, for example, sale for cash or re- 
organization; and upon whether the 
company has passed the promotional 
stage. 

The Securities Exchange Act, gener- 
ally speaking, requires the filing of 
similar information (though in much 
briefer form) in the case of cormpanies 
whose securities are traded in on stock 
exchanges. 

The Trust Indenture Act requires 
in substance that when a company of- 
fers to the public a bond, debenture or 
note issue of more than $1,000,000 
the securities involved must be issued 
pursuant to an indenture containing 
various provisions designed to protect 
the purchasers of the issue. 
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ELEMENTS OF REGISTRATION 
STATEMENT 


A Securities Act registration state- 
ment includes material which can be 
grouped under four main headings: 
1) a discussion of the material facts 
relating to the business of the com- 
pany, its history, including recent gen- 
eral developments, material contracts 
and patents, and the litigation, if any, 
to which it may be subject; 2) a state- 
ment of the persons who control the 
company and the profits, if any, that 
they are deriving by virtue of their 
transactions with the company; 3) a 
statement of the terms pursuant to 
which the securities will be offered to 
the public, including of course the un- 
derwriting contracts and the profits ob- 
tainable by the underwriter; and 4) 
certain specified financial information. 

This financial information normally 
consists of a balance sheet as of a date 
within 90 days of the time when the 
registration statement is filed, and 
profit and loss statements for the last 
three years. This financial information 
must be certified by independent pub- 
lic accountants. 

I assume that you will be most inter- 
ested in developments in the rules re- 
lating to financial information. While 
I am not qualified to discuss technical 
points of accounting I may say that the 
work of the commission in cooperation 
with your Institute and with the 
American Institute of Accountants and 
the American Accounting Association 
in developing uniform standards for 
accounting treatment in particular busi- 
nesses has been in the opinion of the 
commission one of the most significant 
features of its work to date. 


UNIFORM STANDARDS HELPFUL 
IN MAKING DISCLOSURES 


You will appreciate that in working 
out standards of disclosure to investors 
it is mecessary not only that the in- 
vestor know whether the particular 
company is a good or poor investment 
taken by itself but also as to how it 
compares with other companies in the 
same industry. The development of 
uniform financial standards tends 
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greatly toward the achievement of this 
end. Along this line, the commission 
has recently adopted Regulation S-X 
which establishes rules for financial 
statements to apply uniformly to sea- 
soned companies under the Securities 
Act and the Securities Exchange Act. 

I think you will be interested in the 
method whereby Securities Act regis- 
tration statements are handled by the 
Registration Division. As persons asso- 
ciated with corporate management you 
will understand that although corpora- 
tions may have their vicissitudes, off- 
cers may be false to their trust and 
business may decline, but if the in- 
ternal organization of the company is 
strong it will normally survive. So also 
with government. SEC places great re- 
liance upon its internal administrative 
strength and upon the traditions of 
care and efficiency which govern the 
work done by the staff of the Commis- 
sion. 


WHAT HAPPENS TO REGISTRATION 
STATEMENT 


Our examination process is geared 
to intensive work under pressure. As 
you may know, a Securities Act regis- 
tration statement becomes effective 
twenty days from the date of filing. 
Each registration statement is assigned 
in the first instance to an examining 
group consisting of several financial 
examiners, one or two attorneys, and 
one or more accountants. The group 
is headed by a financial analyst who 
may or may not be an accountant or 
lawyer. The accountant, the examiners 
and the attorney assigned to the reg- 
istration statement discuss the case to- 
gether and then prepare separate mem- 
oranda on those features of the case 
which are within their respective prov- 
inces. When the examination of the 
statement is completed if the regis- 
trant has failed to answer any item of 
the form accurately or if additional in- 
formation is needed, a memorandum 
consolidating the separate memoranda 
on the case is prepared under the su- 
pervision of the financial analyst and 
transmitted to an assistant director 
who, if he believes any of the deficien- 
cies are serious, transmits a so-called 
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memorandum of deficiencies to the 


compa ny. 


DEFICIENCIES RESULT IN 
SUBSTANTIAL AMENDMENTS 


This is normally done within ten 
days after the registration statement 
is filed and the company is then given 
an opportunity to correct the deficien- 
cies so that it may begin offering its 
securities when the twenty days are 
up. We have found that this deficiency 
letter procedure works much better 
from the standpoint of companies and 
investors than the other legal alterna- 
tive which is to institute proceedings 
before the commission to determine in 
public or private hearings whether the 
registration statement was in fact ma- 
terially inadequate or misleading when 
filed. This stop order procedure is 
provided for by the act but is confined 
largely to the cases of failure to dis- 
close all the material implications of 
promotions or serious inadequacies or 
misstatements in the information fur- 
nished by more seasoned companies. 

It is difficult to outline in detail the 
types of matters we correct by the de- 
ficiency letter process but it is certain 
that these deficiencies frequently te- 
sult in substantial amendments which 
benefit investors. The following ex- 
amples are taken from the fifth annual 
report of the Commission: 


Exam ples of Deficiencies 

‘‘(1). The total assets shown on the 
balance sheet of a registrant engaged 
in manufacturing aggregated $776,626 
of which $708,589 was shown under 
the caption ‘Intangibles’ in an account 
titled “Development of Aviation De- 
vices and Licenses.’ An investigation 
of this intangible item disclosed that 
approximately $425,000 only had been 
expended by the registrant and its 
predecessor on such devices and li- 
censes and that an attempt had been 
made to capitalize approximately 
$150,000 spent by the United States 
Government in the late 1920's, that 
is, long before the formation of the 
registrant's predecessor. Furthermore, 
an attempt had been made to capitalize 
approximately $130,000 which repre- 
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sented work orders given the regis- 
trant’s predecessor by the United States 
Government. The propriety of capi- 
talizing expenditures by others on de- 
vices similar to those of the registrant 
and of capitalizing orders for products 
was questioned, and, as a result, the 
registrant reduced its assets $250,000 
by reducing the intangible account by 
such amount and at the same time de- 
creased the amount of capital stock is- 
sued to its predecessor from 150,000 
to 100,000 shares. 

(2). The registration statement 
filed by an oil and gas producing com- 
pany included a report by an independ- 
ent oil expert in which it was stated 
that the depreciation provisions in re- 
spect of intangible drilling costs were 
inadequate to amortize such costs over 
the useful life of the property. The 
income account reflected charges of ap- 
proximately $186,000, $339,000, and 
$329,000 during the years 1936, 1937, 
and 1938, respectively, relating to 
property dismantled and retired and 
against which depreciation had not 
been provided. In a conference with 
the registrant’s representatives and the 
independent oil expert, the latter in- 
dicated the rate which he considered 
would be adequate for the purpose of 
computing depreciation. As a result 
of this conference the registrant 
amended its balance sheet and income 
statements to reflect an additional pro- 
vision of $825,000 for depreciation. 
Of this amount, approximately $424,- 
000 was charged to earned surplus as 
at the beginning of the 3-year period 
and approximately $116,500, $131,- 
000, and $144,000 was provided out 
of income for the years 1936, 1937, 
and 1938, respectively. 

‘‘(3). From an examination of the 
registration statement filed under the 
Securities Act of 1933 by a utility com- 
pany, it appeared that the property ac- 
counts included an amount of $1,277,- 
083.34, representing the discount on 
the sale to an affiliate of certain bonds 
which the registrant had issued to the 
affiliate for certain physical properties. 
The bonds had been redistributed by 
the affiliated company at the above- 
mentioned discount. There appeared 
to be no justification for carrying this 
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discount in the property accounts and 
the registrant was so advised. The 
registrant amended its balance sheet 
to eliminate the amount involved from 
the property accounts and to charge 
off against earned surplus at the begin- 
ning of the three-year period, and 
against income for each of the three 
annual periods under review, a pro 
rata amount of the discount in ques- 
tion. The unamortized portion of the 
discount at the balance sheet date, 
namely $893,958.34, was shown as a 
separate item and appropriately cap- 
tioned and classified on the amended 
balance sheet.” 


Wuat Has SEcurRITIES ACT 
ACCOMPLISHED ? 


The question is frequently asked, 
what the Securities Act has accom- 
plished. I assume you are as familiar 
as I am with the various humorous 
comments that have been made re- 
specting the difficuity of reading the 
prospectus in detail. At the same time 
registration requires information about 
a company which may have been hid- 
den, confused or subdued and in some 
instances not appreciated by its own 
officers. Securities Act prospectuses af- 
ford the intelligent investor an oppor- 
tunity for evaluating his investment 
and the presence of such investors pro 
vides a powerful check upon unre- 
strained actions of management. 

If anything should be attempted that 
is clearly wrong the management 1s 
likely to face either stockholder criti- 
cism or in the worst cases a stockhold- 
ers’ suit. In addition, any information 
about a company which is adverse 
eventually finds its reflection in the 
market price of its securities either 
through the operation of financial serv- 
ices or through the study of the in- 
formation relating to the company by 
investment bankers and other profes- 
sionals in the securities business. 

Moreover, a great deal of investing 
is done today by investment trusts, 
insurance companies and persons of 
large resources whose funds are ad- 
ministered by investment counsel. 
These persons always study the infor- 
mation on file with the commission 
with extreme care. 





Finally, and perhaps most important 
of all, companies acting with the 
knowledge that the information on file 
is going to be carefully studied do not 
desire to put the worst possible face 
before the world. They do not want 
to have to use balance sheets which 
would upon disclosure to the public 
show evidence of past misdeeds. Con- 
sequently the Securities Act has led to 
a good deal of what we might call cor- 
porate housecleaning. As officers of 
corporations who are interested in 
keeping house in the best possible way 
I am sure that you are in accord with 
this result. 

Ancillary to the Securities Act is the 
Trust Indenture Act which is admin- 
istered by the same groups under the 
same time schedule. This act is designed 
to achieve several major purposes. In 
the first instance, the corporate trustee 
is required to be a real trustee for the 
bondholders’ benefit and may not get 
rid of any and every possible liability 
through so-called exculpatory clauses 
which previously appeared in sub- 
standard trust indentures. 

In addition, the indenture may not 
contain misleading or deceptive pro- 
visions; finally, machinery is provided 
for a close check on operations under 
the indenture, including compliance 
with its conditions and in the case of 
a bond issue, changes in the under- 
lying security. Provisions of the last 
type should be of particular interest 
to corporate officers; in particular, the 
form of indenture required by the act 
must contain provisions pursuant to 
which corporate officers (and they may 
well be controllers) must certify to the 
trustee under certain conditions with 
respect to compliance with the condi- 
tions of the indenture, such as preser- 
vation of specified ratios, the amount 
of net quick assets, interest coverage, 
and the like. 


Must SEGREGATE FuNpDs To BE Pa 


Such certificates are also required in 
some instances with respect to the 
value of property released from the 
security of the indenture and the value 
of property received in substitution 
therefor. In addition, if the company 
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acts as paying agent it will be the com- 
pany’s duty to furnish to the trustee 
lists of the bondholders and by what- 
ever means are legally effective to 
segregate the funds to be paid from 
the general funds of the company. The 
company will also have to furnish the 
trustee with reports similar to those 
fled on Form 10-K for transmission 
to bondholders. 

The Trust Indenture Act is closely 
related to the Securities Act in that it 
requires disclosure of the major fea- 
tures of the indenture in an analysis to 
be contained in the Securities Act pro- 
spectus. It is our hope that the anal- 
yses will eventually become brief and 
informative despite the complicated 
nature of the problem. In the event 
that registrants do not analyze the in- 
denture adequately the commission has 
the power to require the inclusion of 
a supplementary analysis. So far this 
power has not been used and I hope 
that its use will be rendered unneces- 
sary through the maintenance of high 
standards in indentures and clear de- 
scription of their provisions. 

These are two of the SEC statutes. 
The spirit of administration of other 
laws entrusted to the commission is 
similar, for all our divisions are but 
servants of a commission which my 
observations lead me to believe is acti- 
vated by a very reasonable approach 
to the public interest. 

Of course, SEC is an administrative 
agency and there has been a great deal 
of uninformed fear of so-called ad- 
ministrative “bureaucracy.” You gen- 
tlemen know, nevertheless, that the 
financial field is one where fraud must 
be avoided if investors are to regain 
their confidence in industry. Improper 
disclosure of the effects of lax corpora- 
tion laws and low ethical standards 
merely eliminate sources of capital. 
SEC’s job is largely to see to it that 
these evils when they are present ap- 
pear in the full light of day. In cases 
where they are not present, I know 
that the commission will continue to 
teceive the cooperation of management 
so that honest business will be honest 
with the public. 
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Directors Help Select Controllers, 
Replies to Exchange Indicate 


Some interesting trends affecting 
controllers, especially in the proce- 
dures followed in appointing them; in 
the definition by Boards of Directors 
or in By-Laws of their authority and 
functions; and in the authentication by 
signature, of published financial state- 
ments; are contained in a report made 
to The Controllers Institute of Amer- 
ica by Mr. John Haskell, vice-president 
of the New York Stock Exchange, 
summarizing the replies received by 
the Exchange to a circular letter mailed 
on January 9, 1940, to the presidents 
of companies having securities listed 
on the Exchange. 

The comments made by the com- 
panies indicate: 


(1) That Boards of Directors of an 
increasing number of companies 
are taking an active interest in the 
selection of the controller. 

(2) That responsibilities of control- 
lers are being defined in an in- 
creasing number of instances by 
Boards of Directors, or in By- 
Laws. 

(3) That controllers are being re- 
quired by a small number of 
companies to attach their signa- 
tures to published financial state- 
ments. 


The paragraph in the Exchange's 
letter of January 9 which referred to 
the controller recommended “‘Increas- 
ing the responsibility, authority and fa- 
cilities of the controller or internal 
auditor through the board of directors 
defining his responsibilities and taking 
an active interest in his selection. He 
should sign published financial state- 
ments and report periodically to the 
board of directors.” 

Mr. Haskell, in response to a re- 
quest from The Controllers Institute 
of America for information as to the 
trends shown in the replies received 
from company presidents to the recom- 
mendations made by the Exchange, 
said: 


“A few weeks ago we tabulated the 


replies from listed companies to our 
circular letter of January 9. 

“1. Of the 181 companies who 
made specific reference to the point, 
166 indicated that the Board took an 
active interest in the selection of the 
controller; 15 said they would do so. 

“2. One hundred and five com- 
panies indicated that the responsibility 
of the controller was defined by the 
Board or by the By-Laws; 15, by the 
president or other executive officer; 
and 10, in some other fashion. Two 
hundred and seventeen companies gave 
no specific indication. 

“3. Seventy-seven companies indi- 
cated that the controller or chief ac- 
counting officer signed or would in 
the future sign financial statements. 
Twenty-nine indicated that the state- 
ments would be signed by another ex- 
ecutive officer; 13 follow other prac- 
tices; and 9 indicated they did not 
plan to have the controller sign. Two 
hundred and nineteen companies gave 
no indication. 

“4, In order to give a complete pic- 
ture a recent check of financial state- 
ments of 648 listed companies, re- 
ceived in 1940 to date was made. The 
financial statements of about 88 per 
cent. of these were unsigned and about 
8 per cent. signed by the controller 
or chief accounting officer, and about 
4 per cent. by the treasurer, directors 
or the Audit Committee. At this point 
it appears that, while there is a definite 
trend in the direction of signing by 
the controller, this particular sugges- 
tion, which was made not as a require- 
ment but subject to applicability to 
specific cases, has had much less wide- 
spread acceptance than the other sug- 
gestions in the Report of our Sub- 
committee on Independent Audits and 
Audit Procedure.” 


It must be noted, Mr. Haskell points 
out, that these figures are preliminary, 
tentative, and approximate. They do 
show, however, the trend of thought 
on the part of company officials with 
respect to the suggestions made by the 
Exchange. 
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What Bank Controllers Are Discussing 

Articles in the April issue of the ‘“Na- 
tional Auditgram,” the monthly publica- 
tion of the National Association of Bank 
Auditors and Comptrollers, are listed as 
follows: “The Creation and Control Over 
Audit Procedure,” by William W. Cole- 
man, assistant auditor, Irving Trust Com- 
pany, New York; “Bank Profits,” by Ben 
E. Young, vice president, The National 
Bank of Detroit: “Safeguards for Check- 
ing Accounts,” by J. T. Donovan, assist- 
ant cashier, National Rockland Bank of 
Boston: “Bank Defalcations and Em- 
bezzlements,” by Arthur H. Crowl, spe- 
cial agent, Federal Bureau of Investi- 
gators: “Auditing of Savings Accounts,” 
by John Kimmel, auditor, Mercantile Na- 
tional Bank of Chicago: and “Auditing of 
Official Checks,” by A. C. T. Koenig, 
auditor, Terminal Bank of Chicago. 

This issue also publishes the tentative 
program of the Eighth Annual Eastern 
Regional Conference of the National As- 
sociation of Bank Auditors and Comp- 
trollers scheduled at the Emerson Hotel, 
Baltimore, Maryland, on April 18-20, in- 
clusive, and an announcement that the 
Twin City Conference will entertain the 
Sixth Annual Mid-Continent Regional 
Conference on May 17 and 18 in Minne- 
apolis. 


Institute Cooperates with Columbia 
In Accounting Forum 
Columbia University was authorized by 
the Board of Directors of The Controllers 
Institute of America to list The Institute 
as a cooperating organization in planning 
and conducting an Accounting Institute at 
Columbia on April 25 and 26. 


American Statistical Association 
Has a Notable Celebration 

The celebration of the 100th year of 
the continuous life and activity of the 
American Statistical Association was in- 
augurated by an Anniversary Dinner 
Meeting in Boston on November 27, 
1939. Inasmuch as the Association held its 
first meeting in that city one hundred 
years ago to the day, it was most fitting 
that the beginning of the season of re- 
joicing should take place in Boston. A 
month later, on December 27, the second 
episode in the celebration took place in 
Philadelphia. The papers that were pre- 
sented at the Boston and Philadelphia 
meetings are published in the March, 
1940 issue of the “Journal of the Ameri- 
can Statistical Association,” Part II. The 





PICTURE OF CHICAGO 
CONFERENCE DINNER 


Unmounted glossy prints of the 
| photograph of the dinner at the 
PalmerHouse, Chicago, which brought 
to a close the Mid-Western Con- 
| ference of Controllers on April 22, 
are available at $1.00 apiece. 
Orders should be sent direct to the 
headquarters of The Controllers In- 
titute of America, One East Forty- 
Second Street, New York, accom- 
panied by remittance. The picture 
is 12” by 20” in size and will lend 
itself easily to framing. A reproduc- 
tion, greatly reduced, appears on 
page 174. 











regular monthly issue for March (Part I) 
contains important articles on many 
phases of statistics, as well as the pro- 
ceedings of the 101ist Annual Meeting of 
the Association which was held in Phila- 
delphia at the Bellevue-Stratford Hotel on 
December 27-30 inclusive. It is a very 
interesting number. 


Four Articles from “Controller” in March 
Accountants Digest 

“The Accountants Digest,” a quarterly 
which prints in compact form the sub- 
stance of outstanding articles selected 
from leading accounting journals of the 
English speaking world, published in its 
March, 1940 issue, the substance of four 
articles which had appeared in the col- 
umns of “The Controller” namely: ‘Es- 
sentials of Internal Audit,” by Mr. Rob- 
ert E. King, March, 1939; “Liquidity of 
Depreciation Reserves,” by Mr. Roscoe 
Seybold, March, 1939; “Responsibility of 
Public Auditors to Third Parties Defined 
by Courts,’ by Mr. George W. Tucker, 
April, 1939; and “Financial Statements 
Must Vary in Form To Serve Specific Pur- 
poses,” by Mr. John C. Naylor, January, 
1959. 


Papers on Restaurant Accounting 
and Bank Auditing 

The March, 1940 issue of “The New 
York Certified Public Accountant” was 
devoted largely to the publication of 
papers presented at round-table meetings 
of the New York State Society of Public 
Accountants on “Bank and Trust Com- 
pany Auditing” and “Restaurant Account- 
ing.” The former included papers on 
“Loans and Discounts,” by Christian 


Oehler, C. P. A.; “Investments,” by Orrin 
R. Judd, C. P. A.; ‘“Depositors’ Accounts, 
in Smaller Commercial Banks,” by Robert 
C. Schaedle, C. P. A.; “The Verification 
of Cash, and Confirmation of Bank Bal- 
ances,” by George M. Freedman, C. P. A; 
“Proof of Branch Bank Balances,” by 
Christian Eohler, C. P. A.; ‘Coupon Col- 
lections,” by Charles A. Hoyler, C. P. A.; 
“The Special Examination of Savings 
Banks,” by Lloyd A. Barnstead, C. P. A.; 
and ‘Trust Examinations,’ by Duncan 
Merriweather, C. P. A. 

Meetings on “Restaurant Accounting” 
included addresses and discussions on 
“Cafeteria Accounting and Control,” by 
William K. Borow, C. P. A.; “Control of 
Beverage Sales in Restaurant,” by Joseph 
Brodner, C. P. A.; ‘The Restaurant Profit 
and Loss Statement,” by Benjamin Wass- 
ner, C. P. A.; and “Tax Problems in Con- 
nection with the Sale and Acquisition of 
Restaurants,” by George S. Nutt, C. P. A. 

An address on “Automobile Dealers’ 
Accounting” by Mr. Alfred Wm. Olde- 
hoff, chairman of the Automobile Deal- 
ers’ Accounting Committee, also was pub- 
lished in this issue. 


Legal Status of Branch Banking 
in the United States 
“The Legal Status of Branch Banking 
in the United States,” has just been pub- 
lished by the American Economists Coun- 
cil for the Study of Branch Banking in 
the United States. 


Risk Research Institute Discusses 
War Risk Insurance 

A meeting of the Risk Research Insti- 
tute held at Hotel Astor at noon on April 
18 was devoted to the subject of “War 
Risk Insurance.” Mr. Henry C. Thorn, 
marine manager of the Insurance Com- 
pany of North America, New York City, 
analyzed the situation with regard to this 
coverage as of the day of the meeting, 
and with other experts present answered 
questions previously submitted to the of- 
fice of the managing director, Mr. John 
G. Goetz. 


Printed Decisions and Reports 
of SEC Available 
The Securities and Exchange Commis- 
sion announces that Volume 3, Part 2 of 
its “Decisions and Reports,” containing 
findings and opinions and reports from 
July 1, 1938 to October 31, 1938, has 
been printed. This volume, which con- 
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tains 76 findings and opinions and 3 re- 
ports under Section 11 (g) of the Public 
Utility Holding Company Act of 1935, 
may be obtained from the Superintendent 
of Documents, United States Government 
Printing Office, Washington, D. C., for 
60 cents. 


Four Recent Publications of American 
Management Association 

Four publications recently issued by the 
American Management Association are 
“Progressive Office Management Policies” 
($1.00), ‘Attitudes and Emotional Prob- 
lems of Office Employees” (50 cents), 
“Employee Selection—Salary Administra- 
tion” (75 cents), and “Office Equipment 
and Record Keeping” (75 cents). They 
constitute the latest thought in the fields 
to which they are devoted and are written 
by operating executives in some of the 
country’s leading firms. 


Fifth Annual Report of Securities Commission 

The fifth annual report of the Securi- 
ties and Exchange Commission covering 
the fiscal year ended June 30, 1939, has 
been transmitted to Congress. Copies 
may be obtained from the Superintend- 
ent of Documents, United States Govern- 
ment Printing Office, Washington, D. C., 
for twenty-five cents each. 


Report on Study of 
Investment Trusts 

The Securities and Exchange Commis- 
sion recently transmitted to the Congress 
Sections II and III of Chapter VI of Part 
Three of the Commission’s over-all re- 
port in connection with its study of in- 
vestment trusts and investment companies 
which it has conducted pursuant to Sec- 
tion 30 of the Public Utility Holding 
Company Act of 1935. 

Part Three deals primarily with what 
the Commission terms “the abuses and 
deficiencies in the organization and oper- 
ation of management investment trusts 
and investment companies.” Chapter VI 
of that part is concerned with accounting 
practices and reports to stockholders of 
investment companies. The study was 
under the general supervision of Commis- 
sioner Robert E. Healy. 


Book Deals with Needed 
Changes in Terms of Trusts 
A new book from Prentice-Hall, ‘“Im- 
mediate Adjustments in Estate Plans, 
Trusts, and Life Insurance,” analyzes the 








INSTITUTE ELECTS TREASURER 
AND ASSISTANT 

Mr. Louis W. Jaeger, of the Co- 
lonial Optical Company, Inc., New 
York, was elected assistant treasurer 
of The Controllers Institute of 
America by the Board of Directors 
at a meeting held March 27. This 
is a new office authorized by recent 
amendment of the by-laws of The 
Institute. 

Mr. O. W. Brewer, of the Ameri- 
can Gas Association, New York, was 
re-elected treasurer. This is his 
ninth term. He has held the office 
of treasurer ever since the founding 
of The Institute in December, 1931. 
His election by the Board of Direc- 
tors was a formality in conformance 
with the recent amendment of the 
By-Laws of The Institute. 











new developments necessitated by recent 
Supreme Court and other decisions. Trust 
instruments and insurance policies must 
be studied in order to (a) avoid unneces- 
sary taxes, (b) avoid ineffective, expen- 
sive “tax saving” plans, and (c) reduce 
present taxes. A section is devoted to 
Estate Taxes with discussion of the Hal- 
lock Decision (Trusts) and the Bailey 
Decision (Life Insurance). Another sec- 
tion has to do with income taxes—term 
trusts, income tax effect of reversionary 
interest, and reducing taxes by adjusting 
dates of distribution under trusts. 


Variety of Topics Discussed in 
“The Management Review” 

The April, 1940, issue of “The Manage- 
ment Review” published by the American 
Management Association is confined to a 
comment, digest, and review of several 
articles on various phases of management. 
Selected titles included under General 
Management are “New Signposts for In- 
dustry,” and “Policies in Considering 
Ideas from Outsiders”; under Office Man- 
agement are “Organizing for Office Plan- 
ning,” and “Office Workers’ Earnings” ; 
under Personnel are “Layoff Policy” and 
“Health Programs in Small Plants” ; under 
Production Management are “Employer- 
Employee Dealings,’ and “Maintenance 
Bonus Cuts Costs”; under Marketing 


Management are “Selling the Govern- 
ment,” “The Robinson-Patman Act Ac- 
quires Meaning,” and “Control of Enter- 
tainment Expenses”; and under Financial 


Management are “Pensions for Execu- 
tives,” and “Economic and Statistical Re- 
search in Industry.” 

Mention should also be made of the 
article on “Limitations of Compensation 
Insurance,” and the quection and answers 
on management practice. 


Employment Stabilization Bureau 
Set Up in Cleveland 


In an address before the Cleveland 
Control on April 9, Mr. A. S. Ormsby, 
an authority on unemployment insurance, 
explained the establishment of a bureau 
on June 27, 1938, as an adjunct to the 
stabilization plan of employment. With 
fifteen plants participating, the bureau has 
for its main purpose the job of keeping 
the employees of the member firms em- 
ployed. The manager is a capable person- 
nel man and it is his duty to match avail- 
able jobs in the member plants with lay- 
offs. This is done by the cooperation 
with the bureau of the personnel or em- 
ployment men of the cooperating firms. 

These plant employment men before 
hiring learn whether there are any avail- 
able men for certain jobs who have been 
laid off elsewhere, who are eligible to or 
are drawing unemployment compensation, 
and who have the necessary qualification 
to fill the jobs that are open. If the bu- 
reau has such individuals they are re- 
ferred for an interview and employment. 
Often when there is to be a lay-off the 
bureau is notified two or three days in 
advance, and the men are directed to new 
jobs on the day on which they are laid 
off. If those interviewed are offered a 
job and refuse, and later file for unem- 
ployment compensation, the claim is pro- 
tested for their refusal to accept suitable 
employment. 

The total under the law for which 
members would have had a potential li- 
ability charged against their accounts for 
those employees who have been so placed 
through the bureau, and who had been 
eligible to draw unemployment compen- 
sation for the fifteen months since the 
claims have been payable, amounted to 
$30,227.25 for 413 employees. These fig- 
ures, though not high, represent about 
fifteen per cent. of the total employed 
force of the members. 

It now appears that all plants of the 
groups, except one, would have a 11/2 per 
cent. tax if merit rating went into effect 
today, and even that one plant would be 
on a two per cent. basis. 
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What Additional Forward Steps in 


Social Security Are Being Planned? 


The future of social security in- 
evitably depends on the social needs 
which develop in this country, and on 
public understanding of them. It de- 
pends too on the extent to which the 
people may call upon their govern- 
ment to meet these problems, and on 
the reliance they place upon local, 
state, and national action. In other 
words, the economic, social, and po- 
litical structure of our national life will 
determine the structure of social se- 
curity in the future as it has in the past. 

Without trying to look too far 
. ead, we can see some immediate for- 
ward steps in social security that may 
well be considered. These are what 
I should like to discuss with you to- 
day. Before outlining these steps, may 
I say that I am using the term “‘social 
security” rather strictly to define a 
program for the relief of destitution 
—and for the prevention of possible 
destitution—through a system of cash 
payments to individuals. Of course, 
social security in its broadest sense is 
synonymous with the term ‘‘general 
welfare” as used in the preamble to 
the constitution. 

From the more explicit point of 
view which I am taking here, there 
appear to be three possible approaches 
to social security. Two of these—pub- 
lic assistance and social insurance—are 
contained in the Social Security Act; 
the third may be termed the flat-pay- 
ment approach. The public-assistance 
approach, as you know, is exemplified 
by our present provisions for aid to 
the needy aged, the needy blind, and 
dependent children; the social insur- 
ance approach by those for unemploy- 
ment compensation and old-age and 
survivors insurance. 

So far, the federal government has 
assumed a share of responsibility in 


By A. J. Altmeyer 
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providing aid for only the three groups 
of the needy just mentioned—the aged, 
the blind, and dependent children. 
The desirability of Federal participa- 
tion in similar aid for the needy dis- 
abled has been much discussed—as has 
also the question of whether the fed- 
eral government should meet a portion 
of the cost of general relief. It would 
be hazardous to try to predict whether 
the Federal Government will assume 
some measure of responsibility in con- 
nection with these additional forms of 
public assistance. The decision will 
depend on the ability of state and 
local governments to carry the entire 
burden; and their ability to do so will, 
in turn, depend on how far social in- 
surance can meet various needs and 
on how much responsibility for pro- 
viding the unemployed with work the 
federal government will continue to 
assume. 

But regardless of whether the fed- 
eral government assumes a share of 





AY address given by Chairman 
A. J. ALTMEYER of the So- 
cial Security Board on March 30 
before the Thirteenth Annual Na- 
tional Conference of the Amert- 
can Association for Social Security 
gives a preview of what steps the 

| planners in that field are expect- 
ing will be taken in the near fu- 
ture to extend social security. 

It is pointed out that collections 
under unemployment compensa- 
tion laws greatly exceed the bene- 
fits that are being paid. Greater 
benefits are suggested, not a de- 
crease in the rate of taxation. Ex- 
tension of benefits seems to be the 
order of the day. 

—THE EDITOR. 











responsibility in providing aid for 
other groups of the needy, there is a 
basic problem to be solved in enabling 
states with unequal resources to pro- 
vide adequate assistance. Under a fed- 
eral-state system this can be done only 
by giving the poorer states a larger 
proportion of matching than the richer 
states. 

There is much to commend the pub- 
lic-assistance approach. Not only is it 
able to relieve immediate need, but 
wisely and liberally administered it 
can also do much to rehabilitate the 
individual and the family. All too 
frequently it has been subjected to 
wholesale condemnation, and_ the 
changes have been rung on objections 
to the so-called ‘“‘pauper’s oath’’ test. 
However, no one denies that there are 
some undesirable aspects of the public- 
assistance approach. If some other way 
can be found to keep an individual and 
his family from sinking to the level 
of near destitution, that is unquestion- 
ably desirable. 


PuBLIc ASSISTANCE VS. SOCIAL 
INSURANCE 


Social insurance does furnish such 
an approach. Social insurance pay- 
ments are not based upon individual 
need, as in public assistance; instead 
they are based upon and related to 
wage loss—which can reasonably be ac- 
cepted in most cases as representing at 
least presumptive need. It is impor- 
tant to note that, under both public 
assistance and social insurance, pay- 
ments are related to the individual cir- 
cumstances of the recipient. In the 
one case, they are related to his need; 
and in the other case, to his wage loss. 
This characteristic—the relation of pay- 
ments to individual circumstances— 
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distinguishes both these approaches 
from what may be termed, for want of 
a better word, the flat-payment ap- 
proach. Under the flat-payment ap- 
proach as usually discussed the rfe- 
ceipts from an earmarked tax would 
be divided equally among all persons 
of a certain age regardles of their in- 
dividual circumstances. 

The three types of social insurance 
now in operation in this country are 
workmen’s compensation, unemploy- 
ment compensation, and old-age and 
survivors insurance. Workmen’s com- 
pensation has been in existence for 
almost thirty years. 
are new. Only one state had enacted 
an unemployment compensation law 
before the federal social-security pro- 
gram was being developed; and up to 
that time, no provision had been made 
for old-age insurance. Unemployment 
compensation, while administered by 
the states, was stimulated on a nation- 
wide scale through the imposition of 
a uniform federal tax with a 90 per 
cent. offset for contributions made un- 
der state laws. Old-age and survivors 
insurance is a straight federal system. 

Though workmen's compensation 
dates back more than a quarter cen- 
tury, its development is not yet com- 
plete. We have made considerable 
progress toward more adequate com- 
pensation for the victims of work ac- 
cidents, but there is not a single state 
in which the wage loss involved in 
every type of injury is effectively cov- 
ered. The benefits provided for per- 
manent disability and for survivors in 
the case of death are particularly in- 
adequate. Only ten states provide 
compensation for all occupational dis- 
eases and twenty-four states do not 
compensate for any occupational dis- 
eases whatsoever. But what is even 
more serious, only half of the gain 
fully employed in this country, exclu- 
sive of domestic service and agricul- 
ture, ate covered under workmen’s 
compensation laws. 


To MEET WAGE Loss 
It seems inevitable that workmen’s 


compensation laws will continue to be 
modified so as to serve their purpose 


Both the others © 
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more effectively—that is, to meet a 
reasonable proportion of the wage loss 
due to accidents arising out of employ- 
ment. Two other lines of develop- 
ment also seem certain: First, all oc- 
cupational diseases will ultimately be 
covered under workmen’s compensa- 
tion, since the responsibility of indus- 
try is even clearer for occupational 
diseases than for industrial accidents ; 
and second, the coverage of the laws 
will be extended to protect a larger 
proportion of our workers. 

Turning to unemployment compen- 
sation, we find that all the states are 
now paying out-of-work benefits and 
are solving the administrative problems 
involved with a high degree of suc- 
cess. But most state unemployment 
compensation laws provide only such 





PROPOSED EXTENSIONS 
OF BENEFITS 

Provide aid for needy disabled 
persons. 

Cover all occupational diseases un- 
der workmen’s compensation. 
Protect larger proportion of work- 
ers under workmen’s com pensa- 

tion. 

Pay greater benefits under unem- 
ployment compensation laws. 

Cover workers now excluded. 

Establish minimum benefits in 
States under unem ployment 
compensation laws. 

Create federal equalization fund 
for unemployment compensa- 
tion. 

Reduce state tax rates when mini- 
mum benefit standards are met. 

Provide for those permanently, 
totally disabled, under old-age 
and survivors insurance. 

Provide for wage loss and medical 
care for those incapacitated by 
illness. 

Support those temporarily dis- 
abled. 

Cover all wage earners and self 
employed persons, by social in- 
surance. 

Let employers, employees and gov- 
ernment share equally in cost of 
entire program. 











benefits as it was estimated that a 3 
per cent. pay-roll tax could finance, 
Therefore, these payments fall far 
short of compensating for wage loss 
due to involuntary unemployment. In 
fact, even compared to workmen's 
compensation benefits—themselves of. 
ten inadequate—unemployment com. 
pensation benefits do not measure up; 
they are still less adequate in meeting 
a reasonable proportion of the wage 
loss involved. In many states the con- 
tributions being collected under unem- 
ployment compensation laws greatly 
exceed the benefits being paid. This 
situation offers opportunity to amend 
state laws so that more adequate bene. 
fits could be provided without any 
necessity of increasing contributions. 

Several bills are pending in Con- 
gress which would require state unem- 
ployment compensation laws to pro- 
vide minimum benefits in order for 
employers in those states to be able 
to credit their state unemployment 
compensation contributions against the 
federal tax. As you know, employ- 
ment and unemployment experience 
varies greatly from state to state. Be. 
cause of this variation, federal mini- 
mum benefit standards of any reason- 
able degree of adequacy would raise 
certain problems. Some states; be: 
cause of their bad unemployment ex- 
perience, would be unable to meet such 
standards without either an increase in 
contributions, or a federal subsidy. It 
therefore seems likely that adoption of 
compulsory federal minimum-benefit 
standards would be accompanied by 
the creation of some sort of federal 
equalization fund, from which  sub- 
sidies would be provided to help meet 
a portion of the cost in states with ex- 
ceptionally bad unemployment expeti- 
ence. 


STATE-WIDE REDUCTIONS IN TAX 
RATES 


There is a possible alternative to the 
imposition of compulsory — federal 
standards which would encourage the 
payment of more adequate benefits— 
namely, inserting an optional provision 
in the Social Security Act which would 
permit a state that met certain mint 
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mum benefit standards to make a state- 
wide reduction in the rate of employ- 
ers’ contributions, while its employers 
were still allowed the full offset against 
their federal tax without regard to this 
reduction. 

At this time it is impossible to pre- 
dict the future of unemployment com- 
pensation in this country. But con- 
sidering the inadequacy of the present 
benefit provisions, and the fact that 
their cost is considerably less than orig- 
inally estimated, it seems reasonable to 
assume that there will be amendments 
to the state laws to provide more ade- 
quate benefits. This seems likely, 
whether or not federal legislation to 
induce such action is passed. It also 
seems reasonable to assume that the 
coverage of the unemployment com- 
pensation laws will be extended to 
workers now excluded. 

In old-age and survivors insurance 
significant liberalization has already 
taken place. As you know, the Social 
Security Act of 1935 provided only 
for an old-age insurance system. Un- 
der this original law, contributions 
started January 1, 1937, and monthly 
benefits were scheduled to begin on 
January 1, 1942. However, the ex- 
tensive amendments made by Congress 
lat August provided that benefits 
should begin January 1 of this year. 
Furthermore, these benefits are more 
adequate during the early years than 
were those provided under the original 
law. And, what is most important, 
the system now includes monthly bene- 
fits for widows and orphans and, under 
certain conditions, dependent parents 
of insured workers. The significance 
of providing widows’ and orphans’ 
benefits is indicated by the fact that 
40 per cent. of the children now being 
cared for under state aid to dependent 
children are dependent because of the 
premature death of their fathers. 


No PROVISION FOR TOTAL DISABILITY 


I think it is fair to say that the new 
benefits provided under federal old- 
age and survivors insurance are the 
most adequate paid by any national 
system in existence today. However, 
we have not yet made any provision 
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for permanent total disability, al- 
though, with one exception, all other 
national systems of old-age insurance 
also cover this risk. I have no doubt 
that Congress will fill this gap when it 
is convinced of the financial and ad- 
ministrative feasibility of doing so; 
this, I trust, will be soon. 

The one great economic hazard to 
which workers are exposed, and for 
which in this country no protection 
through governmental action is yet pro- 
vided, is that of ill health. The eco- 
nomic cost of ill health falls under two 
heads: The wage loss suffered by work- 
ers, and the cost of necessary medical 
care. 

Compensation for wage loss due to 
disability could be provided through 
the social-insurance systems now in 
operation. If compensation for per- 
manent disability is eventually included 
under old-age and survivors insurance, 
it might also be feasible to relate the 
administration of compensation for 
temporary disability to this Federal 
system. Or provisions for temporary 
disability might be made through state 
systems, administratively related to 
workmen’s compensation, unemploy- 
ment compensation, or both. 

But wage loss is less than one-fourth 
of the total cost of ill health; the 
cost of necessary medical care accounts 
for the remaining three-fourths of this 
enormous bill. It is well established 
that the lower the wage income, the 
greater the amount of sickness and dis- 
ability and the less the medical care ob- 
tained. Because of this inverse rela- 
tionship, it is absolutely essential for 
us to solve the problem of distributing 
the cost so that all our people have 
access to reasonably adequate medical 
care. It has been alleged that any 
attempt to break down the economic 
barriers separating patients from doc- 
tors will impair the quality of medical 
service and the standards of the medi- 
cal profession; in spite of such fears, 
I am confident a plan can be worked 
out that will have just the opposite 
result. Certainly, a systematic method 
of spreading the costs of medical care 
need not, and should not, interfere 
with the free choice of a physician and 
it should strengthen rather than 
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weaken the personal relationship that 
must exist between a patient and his 
doctor. 


LEGISLATIVE PROPOSALS STUDIED 


Fortunately, the public has become 
actively interested in these problems, 
and much attention is now being given 
to plans for disability insurance and 
for programs of medical care. Legis- 
lative proposals are being studied by 
Congress and by state legislatures. In 
addition, groups like the American As- 
sociation for Social Security are doing 
highly constructive service in stimu- 
lating public consideration of the prob- 
lem. Through all these efforts, we 
may look for sound growth. 

Another direction in which we must 
look for development is the extension 
of social insurance to all wage earn- 
ers and if possible to the self-employed 
as well. Old-age and survivors in- 
surance already covers wage earners in 
all industrial and commercial concerns 
having one or more employees; but 
some very large groups are still ex- 
cluded, such as agricultural workers, 
domestic servants, and employees of 
nonprofit organizations. I am confi- 
dent that as soon as the very real pro- 
tection offered by this system is fully 
recognized, these excluded groups of 
wage earners will be brought in. 

As social insurance is extended to 
cover more hazards and protect a 
greater proportion of the population 
it becomes increasingly sound public 
policy for the government to pay a 
part of the cost of the benefits out of 
taxes other than pay-roll taxes, prefer- 
ably taxes such as income and inherit- 
ance taxes levied according to ability 
to pay. If employers, employees, and 
the government shared equally in the 
costs it is possible that reasonably ade- 
quate unemployment, sickness, perma- 
nent-disability, old-age and survivors 
benefits could be provided without any 
increase in the employers’ pay-roll 
taxes beyond the automatic step-up 
schedule now contained in the Social 
Security Act. 

Perhaps these comments on the fu- 
ture of social security may sound rather 


(Please turn to page 189) 





History of Legislation Regulating 
Wages Dates Back Many Years 


I shall discuss some of the high 
points of the Fair Labor Standards 
Act of 1938, that is, the Wage and 
Hour Law, and its application to busi- 
ness generally. Before doing so, I 
believe a brief discussion of the his- 
tory and background of the act may 
be of interest. 

There is nothing new about Wage 
and Hour legislation and regulation. 
Even in early colonial days regulation 
was necessary. You can understand 
when the country was new and much 
construction was necessary, and skilled 
craftsmen were necessarily limited, the 
situation was quite different than it is 
today. It was necessary in those days 
to place a maximum above which the 
worker could not go in his demands 
for wages, and it was necessary also to 
have rules and regulations bearing 
upon the amount of work performed 
within a day’s time. The question 
then was not shortening the work 
week, but lengthening the work day. 
Naturally in those days there could be 
no federal regulation of such matters. 
From that time until this it seems the 
pendulum has swung backwards and 
forwards. 

We are concerned with our time and 
when I say “our time’ I am not talk- 
ing about the situation that has existed 
in just the last few years. As a matter 
of fact, there is nothing new about 
wage and hour regulation in recent 
times. Some forty years ago New Zea- 
land put into effect such legislation. 
In 1909 England adopted its Trades 
Boards Act to which our Fair Labor 
Standards Act is remarkably similar. 
The operation of the English Trades 
Boards Act suffered somewhat due to 
the World War, nevertheless it stayed 
on the books and was revived to full 
operation shortly after the war. For 
many years a number of South Ameri- 
can countries have had such legisla- 
tion. In 1913, the Nebraska legisla- 
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ture attempted to enact a minimum 
wage law providing for 20 cents an 
hour. When we consider the cost of 
living and the mode of living today 
as contrasted with that of 27 years 
ago, I believe everyone will concede 
the present minimum of 30 cents pro- 
vided by the Fair Labor Standards Act 
is moderate, indeed. On the subject 
of state action along these lines there 
are a number of states in the east 
which have adopted minimum wage 
and maximum hour laws. California 
has been notably successful with such 
a law. 


Gypsy EMPLOYERS EXPLOITED 
WORKERS 


You are all familiar with the Na- 
tional Industrial Recovery Act, the 
NRA. After the invalidation of NRA, 
the Black-Connery bill was debated in 
Congress but failed of enactment. 
When that bill failed to pass, eminent 
authorities in such matters prophesied 
that certain evils which the NRA at- 
tempted to correct would be resumed, 
and they were resumed. The gypsy 
employer, otherwise known as the run- 
away employer, the fly-by-night fel- 
low, again began to resort to his old 
practices—exploitation by various 





OME little known facts con- 

cerning the provisions of the | 
Fair Labor Standards Act were | 
brought out in an address by Mr. 
WINFREY G. NATHAN, a” in- 
spector of the Wage and Hour Di- 
vision of the United States De- 
partment of Labor, before the 
Kansas City Control of THE Con- 
TROLLERS INSTITUTE OF AMERICA 
on February 12. Mr. NATHAN 
spoke especially of the flexibility 
of the act, and of the exemptions 
| from it. —Tue Epiror. 
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means of unprotected workers, prin. 
cipally women and children. Time 
does not permit me to go into details 
on the methods of exploitation adopted 
by those people. 

The next federal attempt at legis. 
lation proved successful. The Fair 
Labor Standards Act was debated over 
a two-year period throughout three 
sessions of Congress. Those congres- 
sional debates and committee confer. 
ences represent the source of many of 
the interpretations and positions taken 
by the Wage and Hour Division. In 
other words it is not so difficult, in 
most questions, to determine the intent 
of Congress. Congress finally enacted 
the law on June 25, 1938, and it be- 
came effective on October 24, 1938. 
We are now in the second year of its 
operations. 

The act covers two general cate- 
gories of businesses, those engaged in 
commerce, and those engaged in the 
production of goods for commerce. 
When we say commerce, we have in 
mind interstate commerce as distin- 
guished from intrastate commerce. 
Whenever reference is made to the 
latter we generally are very particular 
to stress the word “‘intrastate’’ so as 
to avoid any chance of confusion. 


WAREHOUSE COMPANIES INCLUDED 


Businesses engaged in_ interstate 
commerce are typically, but not ex 
clusively, those engaged in communi 
cation and transportation—in other 
words, those which represent the chan- 
nels and instrumentalities of interstate 
commerce. Examples of such com 
panies are transportation companies, 
telegraph, telephone and radio com 
panies. Included in this general cate: 
gory are warehouse companies, as theit 
facilities are used in the interstate dis- 
tribution of goods. 
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Last-In Inventory 
(Continued from page 161) 

But why not keep the investor in- 
formed against shrinkage in inventory 
values without impacting income ac- 
count? It is easy enough. And here 
I will go along with the conservative 
gentlemen I was talking about in ques- 
tioning whether it is necessary to in- 
form the stockholder against inflation 
of the said account. 

The two most obvious methods are: 
balance sheet footnotes, stating the dif- 
ference between stated value of in- 
ventory and market value, and adjust- 
ment of reserves periodically against 
inventories. 

These two methods have much to 
recommend them. In effect they 
amount to much the same thing, and 
I am not sure but that from a statistical 
standpoint they are the best. 

Yet I do not particularly like them. 
I am afraid they might become edged 
tools with which investors will cut 
themselves. Unless the stockholder or 
investor understands the accounting 
system in use he is quite likely to try 
to apply these reserves or footnotes 
against earnings, and to get himself 
very badly mixed up. 

The simplest method, it seems to 
me, the one pretty nearly fool-proof, 
is to follow the example given long 
ago by companies that for years have 
successfully employed the inventory 
control principles we are discussing. 
This is to write down starting inven- 
tory to such a low level as to eliminate, 
barring some cataclysm, the danger 
that the market will fall below the 
stated valuation. 


WRITE DoWN INVENTORY TO SAFETY 
LEVEL 


It seems quite clear under the 1939 
Revenue Act that the starting inven- 
tory must be stated for tax purposes 
at the closing market prices of the 
previous year. This being the case it 
is barely possible that statement of in- 
ventory at bedrock price in the report 
to stockholders might be objected to by 
the Internal Revenue Department, al- 
though I doubt it, as it would make no 
difference whatever in the amount of 
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tax paid. In any case I am reasonably 
satisfied that under the Act there is 
nothing whatever to prevent the tax 
paying corporation from creating a re- 
serve on the liability side of its balance 
sheet, writing down inventory in ef- 
fect to any level desired for safety. 
All you have to be sure of is that the 
inventory to which you apply the te- 
serve is on the last-in, first-out basis 
and that this is clearly stated in your 
accounts. 

By doing this you in effect freeze 
your starting inventory at very low 
levels and eliminate, probably for all 
time, the possibility of commodity 
price fluctuations affecting profits—at 
least so far as the volume of inventory 
on hand when you start is concerned. 
Inventory purchased and sold during 
the year may, of course, cause profits 
or losses, but these are items belong- 
ing in the year. 

For the conservative minded who 
believe in undervaluation, understate- 
ment rather than overstatement, this 
course has everything to recommend 
it. Nor does it imply that the stock- 
holder is misinformed as to the value 
of material stocks. The reserve tells 
him the story far more completely 
than he is now told under the popular 
“cost or market, whichever is lower.” 


VALUATIONS AROUND LOWEST 
LEVELS 


This apparently drastic course is the 
one employed successfully by concerns 
that have used inventory control for a 
long time. National Lead, as its an- 
nual reports always state, carries a 
substantial inventory of lead at 3 
cents a pound, and other metals at 
equally low prices. This company, it 
is true, carries inventory at the low 
prices without resorting to a reserve. 
However, National Lead still uses nor- 
mal stock. I believe it will have to 
change to last-in, first-out, and when 
it does it is possible it will have to 
state inventory, or rather starting in- 
ventory, at market as of the close of 
the year before it switches and bring 
down its inventory valuation by a re- 
serve. The result, of course, will be 
the same. 


American Smelting, which uses 
last-in, employs the reserve method 
suggested. And this company has 
stated in public reports that the net 
inventory valuations are around the 
lowest levels at which copper, lead, 
zinc and other metals carried have 
ever sold. 

Two companies that I know of 
which have changed to last-in since 
the 1939 Revenue Act was enacted, 
the Mohawk Carpet Mills and the 
Bigelow Sanford Carpet Company, ap. 
pear to have done the same thing. They 
stated inventory in accordance with the 
provisions of the act, but have set up 
against it such large reserves that it 
seems a safe assumption that net raw 
material prices have been cut to the 
bone. 

Before I proceed to the next phase of 
my subject, let me make it plain that 
inventory control is not going to iron 
out all inventory ills. If you do all 
the things I have suggested and then 
go and load up your shelves around 
the top of a rising market with excess 
inventory, nothing is going to save you 
from an inventory loss. Such a los 
is inevitable no matter what system of 
inventory you employ. No method of 
accounting can be a cure-all for the 
mistakes of bad management. 


UsE MIGHT RESTRAIN SPECULATIVE 
MANAGEMENT 


Last-in can help only to this extent, 
that, as speculation in inventory 1 
opposed to its principles, its use might 
help to restrain a speculative manage- 
ment to some slight degree. 

I have kept to the end the aspect 
of inventory control that to my mind 
is by far the most important—the so- 
cial and economic aspect. 

I am not going to make the state: 
ment, since it would be ridiculous on 
the face of it, that depressions and 
booms can be prevented merely by 
changing our accounting methods. But 
I do assert unequivocally that faulty 
inventory accounting systems have con- 
tributed materially, and still are con- 
tributing, towards increasing the sever: 


(Please turn to page 186) 
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A CASE IN MARKETING EXPENSE 
DISTRIBUTION AND CONTROL 


The Westinghouse Electric and Man- 
ufacturing Company, a producer of a 
complete line of electrical apparatus, 
distributed its products through a na- 
tionwide sales organization which con- 
sisted of 8 district sales offices, 102 
branch offices, and 33 warehouses. This 
organization was supplemented by the 
use of agents for the marketing of 
products which lent themselves to dis- 
tribution through secondary channels. 
General apparatus, the selling expense 
of which is considered in this problem, 
was sold directly by the company’s 
salesmen to user customers or to agents 
for purposes of resale. The sales offices 
were organized on a customer basis. In 
other words, the salesman sold all lines 
of apparatus to his customers. Manu- 
facturing was organized on a divisional 
basis, with each of the company’s 14 
divisions fabricating its own particular 
line of product. 

The annual cost of conducting the 
sales activities of the various districts 
had for a number of years been pro- 
rated to the manufacturing divisions 
on a lump sum basis recommended by 
the district sales manager. The prac- 
tical effect of this procedure had been 
unsatisfactory. The prorations had been 
characteristically little more than rough 
guesses, at least in so far as they were 
meant to reflect the relative amount of 
effort that had been required to sell 
the products of the various divisions. 
At all events this manner of account- 
ing for divisional selling expense had 
failed to justify the amounts actually 
assessed against the divisions and prod- 
uct lines. It had accordingly met with 
a good deal of opposition from the 
divisional operating managers, who 
felt that the problem of a fair distri- 
bution of marketing expenses to their 
divisions should be completely reex- 
amined. With the completion of a 
study of the problem a solution was 
proposed and put into effect which, 
while retaining some of the underlying 





practices of the former procedure, was 
designed to furnish a reasonably strict 
accounting of selling costs in relation 
to particular areas and purposes of mar- 
keting effort. 


THE New PLAN 


Each district sales manager was re- 
quired to set a quota of sales for the 
year for his district. This quota was 
distributed to general apparatus sales- 
men by lines of product, and it was 
systematically reconciled with the divi- 
sional managers’ estimates of sales for 
their respective products. Before the 
quota became definitely established as 
a working basis for the year it had to 
be approved by the district managers, 
the divisional managers, and the head- 
quarters sales office. 

Each salesman’s quota for each line 
of product was then broken down by 
channels of distribution: (a) sales to 
user customers, and (b) sales to agents 
for resale to user customers. Sales of 
types in addition to these were actually 
made, but the two mentioned will 
serve to illustrate the procedure. Since 
the selling effort varied according to 
the channel of distribution, it was of 
course desirable that the distribution 
of selling expenses to divisions should 
observe distinctions as to the particular 
kinds of sales made. 

The district sales managers budg- 
eted their marketing expense for the 
year by primary expense accounts and 
in relation to the expected sales as pro- 
jected in their quotas. Because there 
was no commonly applicable basis for 
distribution of the budget as a whole, 
the expense estimates were broken 
down into the following classes of cost 
representative of the several functions 
of the sales offices: 


Class A—Supervision 
Class B—Agent Supervision 
Class C—Specialists 
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Class D—Sales Promotion 
Class E—Direct Salesmen 
Class F—Order Handling 





The assignment of expense to these 
classes was accomplished through a 
careful review of the personnel of the 
entire district. Each individual’s sal. 
ary and traveling expenses were allo. 
cated to some one of the above-men- 
tioned classes. 


Cost OF SUPERVISION PRO RATED 


The supervisory group, consisting of 
the district manager, industry manager, 
office superintendent, and others in 
administrative capacities, was a rather 
permanent group which the company 
had decided was essential to good busi- 
ness relations with its customers in the 
territory of the district quite without 
regard to the volume of current busi- 
ness. The function of ‘this group was 
generally administrative, and its chief 
responsibility was the development 
and maintenance of markets for West- 
inghouse products. Since the budget 
for this class of marketing expendi- 
tures was established in rather direct 
relationship to the volume of business 
believed to be normally obtainable in 
the district, the company used the divi- 
sion sales quota figures, both user cus- 
tomers and agent, as the basis for dis- 
tributing the Class A expense to the 
various divisions. In other words, the 
company adopted the principle that the 
supervisory organization of each dis- 
trict was set up in order to obtain a 
given normal volume of business for 
each division; and that each division 
should pay its proportionate share of 
the resulting expense regardless of the 
volume of business actually and cur- 
rently enjoyed. 

The responsibility for the supervis- 
ion of selling to agents was clearly de- 
fined for each district, with the sales 
quota for the year broken down by 
divisions. This sales quota was used as 
the basis for distributing the Class B 
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budget to the various operating divi- 
sions. Those divisions having no agent 
sales were assessed with no part of the 
charge for agent supervision, while 
those divisions whose product was dis- 
tributed through agency channels were 
charged for the service of agency su- 
pervision without reference to the vol- 
ume of business actually realized. 


FIXED MONTHLY CHARGE FOR 
SPECIALISTS 


The Class C specialists division of 
selling expense was a melting pot for 
selling effort which ranged from the 
missionary salesmen or small specialists 
to the highly trained sales engineer. 
The specialists had, however, one com- 
mon characteristic, in that they were 
not responsible for sales to particular 
customers; they did not, in other 
words, operate under sales quotas. They 
were specialists in one particular type 
of product and rendered technical as- 
sistance to the direct salesmen. 

For example, a district might have 
had an industrial heating specialist 
who knew all the aspects of that par- 
ticular line of activity. The direct 
salesman, although a kind of “jack of 
all trades,” could not be conversant 
with the details of all types of product. 
Accordingly, when his customer was in 
the market for heating equipment, the 
direct salesman took the specialist with 
him for what assistance the specialist 
could give in making the sale. The 
specialist, because he talked the lan- 
guage of the customer’s manufacturing 
engineers, developed the specifications 
for the required equipment. At this 
point the direct salesman stepped back 
into the picture in order to close the 
negotiations with the customer’s pur- 
chasing agent. Ordinarily a specialist 
devoted his time to the product of one 
particular division and could just as 
well have been on the particular divi- 
sion’s pay roll. The company accord- 
ingly set up a fixed monthly charge 
to the division consisting of the spe- 
cialist’s budgeted salary and traveling 
expense, together with a portion of the 
district office overhead applicable to 
the specialist’s area of activity. 

The district sales promotion budget 
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was not an important factor in the gen- 
eral district budget, but was set up sep- 
arately in order to show the division 
manager the amount that was being 
spent on his products. In general, the 
district sales promotion expense con- 
sisted of the cost of mailing sales lit- 
erature to customers, the cost of ex- 
hibits and displays, and a small amount 
of local newspaper and magazine ad- 
vertising. The district sales promotion 


costs. They mean your sll a 
trained staff are being hampere 
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manager, through a review of the gen- 
eral advertising program and promo- 
tional plans for the year, furnished the 
percentage schedule for the distribu- 
tion of sales promotion expense. The 
advantage in setting this particular 
item apart was that not all the products 
of the various divisions were believed 
to require sales promotion effort and 
accordingly certain products were not 
charged with any portion of sales pro- 
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motion expense. In any case, once 
these four class budgets were estab- 
lished and the spending schedules were 
prepared for them, the monthly dollar 
amount charged to each division re- 
mained fixed unless the sales vice pres- 
ident authorized a revision of the dis- 
trict budget. 


COMMISSION THEORY APPLIED 


The budget for the direct salesmen 
was the largest of the various market- 
ing allowances, as well as the most 
difficult to prorate satisfactorily to the 
divisions. It was recognized that er- 
rors in distributing the expense, how- 
ever negligible they might appear to 
be, might mean the difference between 
profit and loss for some divisional 
manager, especially the manager of 
one of the smaller divisions. 

The company applied the commis- 
sion theory to the accounting for this 
particular class of expense. In other 
words, a normal selling cost per dollar 
of volume was established {fcr the 
products of each division. The normal 
cost was developed as follows: In order 
to determine the Class E budget in 
total, the company listed the salary and 
traveling expense and the amount of 
overhead for each salesman. With the 
aid of the sales quotas that had been 
set up for each salesman, the percent- 
age of the salesman’s time that should 
be devoted to the various products was 
determined. By applying this percent- 
age to the salesman’s total allowance 
for expense, the amount was ascer- 
tained which was properly assignable 
to each division in relation to the ex- 
pected volume of business. 

To illustrate: If it was assumed that 
a salesman’s portion of the Class E 
budget was $500 per month and his 
quota required him to spend 50 per 
cent. of his selling effort for No. 1 
division, 30 per cent. for No. 2 divi- 
sion, and 20 per cent. for No. 3 divi- 
sion, then of this $500 expense No. 1 
division would be charged $250, No. 
2 division would be assessed $150, 
and No. 3 division $100. With the 
same procedure for each salesman, the 
total Class E budget was broken down 
to the various divisions. 
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It was said that the procedure could 
have been terminated at this point, 
with the passing-on to the divisions of 
appropriate fixed monthly charges, but 
not without defeating one of the major 
objectives of the plan of expense pro- 
ration, to wit: To make sure the divi- 
sion paid only for what it received in 
the way of selling effort. In any event, 
the total amount provisionally allo- 
cated to the divisions was divided by 
the district sales quota of user cus- 
tomer business for that division. The 
quotient was accepted as the normal 
costing rate, or the commission that 
the division had to agree to pay for 
each dollar’s worth of business. The 
monthly charge to any division was 
accordingly computed by extending the 
monthly volume of orders obtained for 
that division’s product by the normal 
costing rate. In other words, by estab- 
lishing a normal costing rate for each 
division, the district was saying to the 
divisional managers: ‘“We will charge 
you for our services so many cents per 
dollar of business, and if we do not 
seli anything of your product during 
any one month you will receive no 
charge.” 

Although the monthly budget for 
order handling was not large it was 
accounted for separately so that the 
company could be as certain as possible 
that the distribution of marketing ex- 
pense to the smaller divisions would 
reflect their just share of this expense. 
Especially was this important in view 
of the fact that the orders of the 
smaller divisions were largely account- 
able for the order handling expense. 
This expense consisted chiefly of the 
routine interpretation of orders and the 
clerical work involved in preparing in- 
ternal order forms for the divisions. 

The specifications for large con- 
tracts were generally so carefully pre- 
pared by the customer’s engineers and 
by the company’s salesmen and special- 
ists that there was little more to be 
done with them by the order handling 
group than with a small order. There 
was, however, a certain amount of 
standby charge that existed regardless 
of volume which, according to the 


company’s calculation, was about 25 
per cent. of the total budget. This 
standby charge was distributed on a 
fixed monthly basis, and the remaining 
75 per cent. of the total budget was 
prorated in accordance with an actual 
count of orders. A division which te. 
ceived a few but rather large orders 
from the district was assessed a con- 
siderably lower charge for order han. 
dling expense than one which received 
a large volume of orders of rather 
small value. 


CONTROLLABLE VARIANCES 


It should be emphasized that under 
this general procedure of expense dis- 
tribution the company allocated budget 
allowances and not actual marketing 
expenses. Thus variances were bound 
to develop for two particular reasons: 
(1) the actual expense of the district 
might be higher or lower than the 
budget allowances, thereby giving rise 
to controllable variances which were 
the sole responsibility of the district 
sales manager, and (2) the use of the 
normal costing rate would distribute 
the entire Class E budget only when 
the district exactly met its sales quota. 
The precise realization of a sales 
quota would never of course eventuate, 
and ‘volume variances” of greater ot 
lesser importance were inevitable. The 
monthly variances were not charged 
to the divisions, but were debited or 
credited to what was called the “X” 
division account in the general ledger 
of the company. The statement of this 
account was combined with the state- 
ments of the 14 operating divisions 
in the preparation of the consolidated 
company statement, thereby providing 
for the marketing expense variances in 
the over-all company picture without 
penalization of any particular operat- 
ing division. 

Under the former procedure, when 
the company prorated the total of all 
administrative and selling costs in one 
lump sum to each of the 14 divisions, 
a manager had no choice but to accept 
blindly whatever charge was made 
against him. Under the new plan of 
expense proration the divisional man- 


(Please turn to page 189) 
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REVIEWS of Recent Business Publications 


FOOL'S PROFITS, by Arundel Cotter. Pub- 
lished by Barron’s Publishing Company, 
Inc., Boston, Massachusetts. 174 pages. 

In this work the author explains the new 
"Last-In-First-Out’’ method of inventory 
accounting and how inventory accounting 
can ““make’’ a manufacturer even in times of 
depression, or “break” him even in times 
of general prosperity. He discusses the 
two methods of inventory control suitable 
for most industries, namely, the last-in-first- 
out method, and the normal stock method, 
and points out that while the latter has been 
recognized in Europe and is in operation 
in some companies in this country with 
gratifying results, it has not been, and prob- 
ably will not be recognized in this country 
for tax reports. The former, however, is 
now recognized by an act of Congress, and 
is the outgrowth of the normal stock 
method. 

The discussion is developed by a lucid 
interpretation of the balance sheets and op- 
erating reports of two hypothetical com- 
panies dealing in copper products; one of 
which uses the “‘first-in-first-out’”” method of 
inventory control, and the other the ‘‘last-in- 
first-out’” method. The effect on the cash 


position and inventory valuations on the 
balance sheets, and the net operating profits 
and tax liability are presented. Also the 
probability of declaring dividends on the 
“sham profit of inflated inventory.” How 
good years may be turned into bad ones by 
improper inventory methods is suggested. 
“Obviously, if for some companies ap- 
parently profitable years are really periods 
of impairment of assets, while in bad years 
real assets may be increased, it follows that 
an unbroken succession of good years might 
well result in receivership for such con- 
cerns.” Illustrations are given to clarify 
that point. 

Under replacement costs the normal stock 
and the “‘last-in-first-out’” methods are ex- 
plained as follows: 

‘Normal stock is based on the claim that 
the only real costs are replacement costs, 
and that a supply of raw material of suf- 
ficient volume to maintain operations dur- 
ing the average turnover period is essential, 
and must be maintained. This essential sup- 
ply, or normal stock, therefore, is valued at 
a fixed price, usually a low one, and is 
treated on the books as though it were never 
sold, despite the fact that it is mixed with 


incoming inventory and physically, more or 
less, does get processed and is disposed of. 

“ “Last-In-First-Out,’ whose name explains 
its operation, unlike normal stock, disre- 
gards the necessity of any given volume of 
inventory, but assumes just as does the other 
that real costs of goods sold are those of 
replacement, as nearly as possible at the 
time of sale, and therefore, sales are costed 
on the basis of inventory latest acquired, as 
‘last-in’; while ‘first-in’ inventory is treated 
as unsold, or, in effect, a tool for future 
operations, and is thus reported on the bal- 
ance sheet.” 

The effect on the stockholders and on 
society in general of improper inventory 
methods and of exaggerating booms and de- 
pressions is pointed out, although it is 
stated that there is no intention of sug- 
gesting that general adoption of proper in- 
ventory control would bring about the end 
of booms and depressions. 

Section 219 of the Revenue Act of 1939 
is outlined, with suggestions for treatment 
of inventory when making the change over 
to the “‘last-in-first-out’’ method. 

In answering the question, “Who needs 


inventory control?,” the author turns to a 
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REVIEWS of Recent Business Publications 


statement of The Controllers’ Institute: ‘In 
attempting to suggest what industries and 
businesses need inventory control, and par- 
ticularly the method advocated here, ‘‘last- 
in-first-out,”’ it would be difficult to improve 
on the statement of The Controllers’ Insti- 
tute of America defining those industries 
where “‘first-in-first-out” clearly distorts in- 
come and fails to picture the correct cost of 
goods produced and sold. These are the 
industries where the following conditions 
are present: 


(a) The inventory turnover consumes a rel- 
atively long period of time either 
because of length of processing, or con- 
ditions of merchandising, thus necessi- 
tating the maintenance at all times of a 
substantial inventory. 

(b) The average investment in inventory 
is relatively large as compared with 
other assets. 

(c) The inventory consists of a few basic 

and imperishable commodities which 

are subject to wide price fluctuations; 
and 

The cost of raw materials constitutes 

a substantial part of the cost of the 

finished product, and increases in 

prices of raw materials are promptly 
reflected in the price of the product.” 


(d 


—_ 


The work is further developed by com- 
paring operations of some large companies 
and how earnings have been stabilized 
during the past eight or ten years, and how 
liquidity of assets has been sustained by 
those companies which have adopted an in- 
ventory control system designed to reflect 
current costs in sales. 

The author in his closing statement 
agrees that the “‘last-in-first-out’’ method is 
not a panacea, but that “for the average 
manufacturing or processing concern, it 
comes nearer to revealing to both manage- 
ment and stockholders the true condition 
of the business and the real profits and 
losses than any other accounting formula 
that has yet been devised.” 

The controller whose company has an in- 
ventory problem should find this work of 
decided interest, particularly in developing 
policies for stabilization of earnings. 

Reviewed by Louis W. JAEGER. 


THE CASE FOR THE GOLD STAND- 
ARD, a pamphlet by Walter E. Spahr, Pro- 
fessor of Economics, New York University, 
published by the Economists’ National Com- 
mittee on Monetary Policy. 35 pages. 

The author opens his case by stating that 
there are signs of a growing suspicion that 
the issue may be of great importance, but 
that there is a lagging of popular concern. 
He further states that, ‘‘this lagging popu- 
lar concern should not be surprising when 
one considers the fact that the nature, vir- 


tues, and defects of a gold standard involve 
many questions of a highly technical nature 
perhaps fully appreciated by only the most 
experienced students of money—certain 
statesmen, other leading citizens and mone- 
tary experts. It seems highly probable, con- 
sidering the public’s apathy regarding the 
problems of our monetary standard, either 
that things must drift until some serious 
event creates a situation which the great 
mass of people can understand, or that en- 
lightened statesmen, supported by expert 
authorities on money, will find ways to save 
the people from the distress which they 
will otherwise experience.”’ 

Some common current observations are 
exploded, among which are: The contention 
that the gold standard is out of date; that 
the gold standard has been permanently 
abandoned; that the gold standard caused 
and deepened the depression; and that gold 
can not meet all of the burdens which may 
be thrown upon it. 

The advantages our people have been de- 
prived of by being off the gold standard 
are stated to be: (a) the automatic check, 
which the gold standard provides, on bad 
banking; (b) the automatic control, which 
the gold standard provides, over the public 
purse; and (c) of adequate returns on their 
savings and investments. “If, under a gold 
standard, the government should attempt to 
issue securities at prices deemed too high, 
or if they base a rate of interest deemed too 
low, by investors, many people would invest 
in gold rather than run the risks involved 
in investing in such securities. .... This 
would have the virtue of making govern- 
ment borrowing more difficult which, in 
turn, would put a brake on government 
spending. 

“Since people can not get gold, many of 
them invest in what is widely regarded as 
the next best thing—government securities. 
The largest proportion of these securities is 
taken by institutional investors which must 
earn such investment returns as they can. 
. ... Thus the government has created a 
receptive though artificial market for its se- 
curities at high prices and at low interest or 
discount rates.” 

The great danger of an undue expansion 
of credit due to a high surplus of reserves 
is pointed out. Various proposals to stop 
or restrict the importation of gold are re- 
jected as untenable. 

The author also explodes the theory of a 
“managed currency.” ‘The fact is inescap- 
able that the most poorly ‘managed’ cur- 
rencies which the world has ever seen have 
been inconvertible paper currencies. 

“The agitators for a ‘managed’ currency 
cut loose from a gold standard are def- 
nitely wrong. The statement of the Board 
of Governors of the Federal Reserve System 
on the matter covers the ground effectively, 
and it is merely a question of when Con- 
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gress can be brought to a realization of 
these facts.” 

The statement referred to is that made by 
the Board in the Federal Reserve Bulletin 
of April, 1939 

The author then outlines what, in his 
opinion, should be done to restore our cur 
rency structure to a sound gold basis, and 
briefly outlines the politics of the curreng 
issue. 

This pamphlet contains much meat for 
sober conjecture and a better understand. 
ing of the vitally important subject of our 
present monetary system. It is easy to read, 


Reviewed by Louis W. JAEGER. 


Last-In Inventory 
(Continued from page 180) 
ity of both phases of the economic swing. 

I think it hardly necessary to go into 
detail with such an audience. But is it 
not obvious that when you pay divi- 
dends and taxes in cash when you 
have not realized this cash, and have no 
increased assets of other kinds, you put 
that much additional strain on credit? 

Is it not human nature that, if you 
believe you have large profits you will 
expand, thus creating more credit on 
a false base? And, that when these 
profits disappear you will contract 
the more rapidly for the same reason? 

Finally, look at the effect of report: 
ing these unrealized and unrealizable 
profits on speculation. I venture to 
guess that not less than one-third of the 
profits reported by corporations whose 
stock was traded in by the public in 
the roaring twenties were bookkeeping 
profits, profits that never entered the 
till. And can you question the as 
sertion that the wave of speculation 
that characterized that era was spurted 
by public credence in the reality of 
these profits ? 

And look at the record of the next 
few years succeeding. Look at the 
inventory losses sustained by company 
after company. Did not these losses 
make the depression seem worse and 
so discourage enterprise and deter te 
covery? I could go on for a long time 
on this. But need I? 

In concluding, gentlemen, I want to 
suggest to you that accounting tech- 
nique must change with the times. 
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In the days when the accountant merely 
made up a financial statement for the 
owner of a business, who knew just 
what stock he carried, perhaps the 
book valuation of these stocks was un- 
important. Today you are accounting 
to stockholders scattered over the coun- 
try, even over the world. Even man- 
agement can not know all the de- 
tails. And accountants must adapt 
themselves to this change. 

Let me give you an example of 
what I mean. A few years ago I was 
analysing the results of operations over 
a term of years of one of our great 
industrial corporations. I was trying 
to find out just what its earnings as 
reported had represented, how much it 
had retained in cash, how much it 
had spent for plant, and so on. I ap- 
pealed to the company’s treasurer to 
check my figures. It developed that 
he had prepared just such a state- 
ment, but he assured me it was use- 
less, and of no accounting value what- 
ever. Naturally, I inquired why he 
had gone to the trouble. 

“Well,” he replied, ‘the chairman 
of the board asked for it.” 

“And did it mean anything to him?” 
l asked. 

“As a matter of fact, when he saw 
it he said: ‘Now I know for the 
first time what this company is ac- 
tually doing, where it is getting.’ ” 

Less than two weeks ago Mr. Ed- 
ward R. Stettinius, chairman of the 
United States Steel Corporation, speak- 
ing in this city, and I believe in this 
same room, made the following state- 
ment: 

“We reached the conclusion that ac- 
counting to the public is a different 
thing than accounting as an aid to man- 
agement, and that it demands a dif- 
ferent technique.” 

He was talking along another angle 
but his words are equally true as ap- 
plied to our subject. Accounting needs 
change, needs a new technique. And 
the principal change that is needed is 
the doing away with the absurd idea 
of regarding as profits something you 
can not use or spend, can not pay out 
to the owners of the business in divi- 
dends. The only profit you can pay 
out is the profit in the till. 
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Six Group Conferences Announced 
for Gathering of Controllers 


Six Group Conferences, running 
through the morning and afternoon, 
will make up the program of the East- 
ern Spring Conference of Controllers 
on Monday, May 20, at the Waldorf- 
Astoria Hotel, under the direction of 
the New York City Control, of The 
Controllers Institute of America. The 
affair will close with a dinner to be 
addressed by Mr. Walter D. Fuller, 
president of Curtis Publishing Com- 
pany, and Colonel Philip B. Fleming, 
Wage-Hour Administrator, Washing- 
ton, D. C. 

In announcing the Eastern Spring 
Conference, President E. B. Nutt, of 
the New York City Control, and 
Chairman Joseph F. Twomey, of the 
Conference Committee, said, under a 
heading which read, ‘Keeping Up 
with Controllership Problems” : 

“So rapidly do new problems for 
the controller accumulate, so many are 
the new situations that are developing 
which call for careful consideration, 
study, and consultation among control- 
lers, that it has been found advisable 
in recent years to arrange for control- 
lers to get together twice a year, to 
meet these conditions.” 

The Preliminary Announcement of 
the Group Conferences gave this in- 
formation concerning them: 


Group Conferences 
“Merit Rating and Unemployment 
Com pensation” 


Mr. HERBERT A. EHRMANN, Of the 
Consolidated Edison Company of New 
York, Inc., one of the country’s fore- 
most authorities in this field, will pre- 
side over this Conference, in which the 
latest developments will be summa- 
rized, and a survey made of the moves 
that are proposed to amend laws and 
simplify administration. Someone from 
your company should be in this meet- 


ing. 


‘Foreign Operations and Foreign 
Accounting Problems’ 

Mr. F. C. Estos, of the Interna- 
tional Business Machines Corporation, 
will preside over this Conference. The 
air is still full of conflicting views on 
the many problems presented by the 
accounting for the operations of for- 
eign subsidiaries, problems of foreign 
exchange, and the like. 


“State Use Taxes” 

The “‘livest’’ subject of the moment, 
brought into prominence by a recent 
decision of the United States Supreme 
Court. From state after state, and city 
after city, come inquiries concerning 
these taxes. The manner of their appli- 
cation and collection has not been 
worked out. 


2:00 P.M. to 3:30 P.M. 

“Are the Claims Made for ‘Last-In, 
First-Out’ Inventory Pricing System 
too Broad? How Widely Is Privilege 
To Use This System Being Adopted?” 

Mr. VERL L. ELtiottT, of the At- 
lantic Refining Company, a vice-presi- 
dent of The Controllers Institute of 
America, and a member of its National 
Board of Directors, will preside, and 
lead this discussion. He has been in- 
terested for many years in the general 
introduction of this system, and wel- 
comed enactment by Congress of reve- 
nue legislation permitting adoption of 
this method of pricing inventories. 


‘How Can Precautions Against De- 

falcations Be Strengthened and Made 

More Effective? An Experience Meet- 
ing”’ 

This will be a closed meeting, for 
members of The Institute only. Control- 
lers may feel free in this closely super- 
vised meeting to discuss their problems 
and experiences in this field. The in- 
formation which will be brought out 
will be of great value and usefulness. 

A complete, detailed program is to 
be issued about May 8. 








“What is a Controller, 
And What Does He Do?” 


The answers to this combined question will be presented in a booklet which will make its ap- 
pearance early in the summer, as a publication of The Controllers Institute of America. It is 
now in course of preparation. Tentatively the title has been assigned to it, ‘‘Controllership Prac- 
tice.’ It is being written by Mr. John H. MacDonald, of the National Broadcasting Company, 
author of “Office Management,” and ‘Practical Budget Procedure.” 

For seven years The Controllers Institute of America has been assembling material bearing 
on controllership, particularly the day to day day functions of a controller, what he does, his re- 
lation to other officers of his company; to regulatory bodies, and to public accountants; his part 
in formulation of company policies and management. 

Much valuable material bearing on these points has appeared in the columns of ‘’The Con- 
troller,’’ the monthly magazine published byThe Controllers Institute of America. To make it 
easily accessible, and to present it in coordinated, orderly fashion, The Institute will publish it 
in booklet form. 

It will meet the needs of controllers themselves; of business executives, directors, bankers 
and others; and of universities, both faculties and students. There has been a real demand for 
this material, especially during the past year. 


OUTLINE OF CONTENTS (TENTATIVE) 


Section | What is Controllership Section 4 Relation of Controller with Regulatory 
Bodies 

Securities and Exchange Commission; stock ex- 

changes; Bureau of Internal Revenue; state tax com- 

missions; Social Security Board; Federal Trade Com- 

mission (in connection with Robinson-Patman Act) ; 

Wage-Hour Division. 


’ Growth in importance of controllership; controllership 
defined; place of the controller in the organization; 
interpretive function of the controller; relations be- 
tween controllers and public accountants. 


Section 2. Functions of the Controller 
A standard definition of the controller's position 
(short form) ; detailed form; a summary of the func- 
tions of the controller; duties of the controller as de- 


Section 5 The Controller's Part in the Formation of 
Company Policies and Management 
Determination of accounting principles to be fol- 





fined by the Public Service Co. of Northern Illinois; 
duties and responsibilities of the controller of the 
Monsanto Chemical Co.; functions of the controller 
at the Curtis Publishing Co.; organization of the con- 
trollers department (1) at the Armstrong Cork Co. 
(2) at the Phillips Petroleum Co. 


Section 3 Relations between Controllers and Public 


Accountants 


The fundamental task of the controller; one control- 
ler’s point of view; recommendations of the American 
Institute of Accountants; views of Commissioner 
Healy of the SEC; recommendations of the New York 
Stock Exchange; views of Chairman Frank; how to 
obtain an economical and satisfactory public audit; 
another suggestion for reducing the cost of audits. 


lowed; assistance in determining selling prices, with 
particular reference to the relation to costs and sell- 
ing prices; inventory control; expense analysis and 
control; budgetary control; industrial relations, partic- 
ularly in connection with such matters as methods of 
compensation, salary standardization to equalize and 
control salary expense and profit sharing. 


Section 6 The Interpretive Function of the Controller 


Financial statements; operating results; costs; com- 
parisons of planned and actual results; departmental 
effectiveness. 


Section 7 Control through Reports 


Monthly, annual and periodical reports; reports for 
management, stockholders and employees. 


THIS IS A PRELIMINARY ANNOUNCEMENT 


Details will appear in subsequent announcements. The booklet will be available at a popular 


price. 


Address Inquiries to 


CONTROLLERS INSTITUTE OF AMERICA 


ONE EAST FORTY-SECOND STREET 


NEW YORK CITY 
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NEW ENGLAND REGIONAL CONFERENCE 
OF CONTROLLERS 


Swampscott, Mass., June 7, 1940 


The New England Control is completing its plans for a conference of con- 
trollers and other corporate financial executives, which will be held at the New 
Ocean House, Swampscott, Massachusetts during the day and evening of 
June 7. Mr. E. Stewart Freeman of the Dennison Manufacturing Company, 
Framingham, Massachusetts, president of the New England Control, is chair- 
man of the committee in charge of the Conference. 

Morning and afternoon conferences have been scheduled with an informal 
luncheon, and a dinner meeting which will be addressed by a man of national 
prominence in controllership. 

Conference leaders will be men well qualified by experience to speak on the 
subjects they have been selected to discuss, which are: ‘‘The Controller’s Place 
in Industry,” “‘Budgetary Control,”” and ‘““Management Reports.” 

While the Conference is being arranged principally for controllers of the 
New England area, the New England Control extends a most cordial invitation 
to controllers and other corporate financial officers from all parts of the 
east to attend. It is hoped that many controllers not now identified with The 
Controllers Institute of America will avail themselves of this opportunity to par- 
ticipate in the conferences and become acquainted with others serving industry 
in a similar capacity. All who attend are invited to bring their wives, for whose 
comfort and entertainment special arrangements have been made. 

The New Ocean House at Swampscott overlooks the Atlantic Ocean and is 
one of the prominent vacation resorts of New England. Arrangements have 
been made to provide golfing privileges and other entertainment on Saturday, 
June 8, for those who would like to extend their stay at this beautiful spot on 
the North Shore. 

A complete program of Conference sessions is in preparation and will be 
mailed with reservation cards about the middle of May. For further informa- 
tion address Mr. John S. Learoyd, Jr., Hygrade Sylvania Corporation, Salem, 








Massachusetts. 











Forward Steps in Social Security 
(Continued from page 177) 
inconclusive. If so, it is because I 
believe so profoundly that the future 
of social security in this country will 
be only what the people themselves 
want it to be. However, I also be- 
lieve that a great responsibility rests 
upon those of us who have had op- 
portunity to give special thought to 
the problems social security raises. We 
should be prepared to present to the 
public a clear picture of these prob- 
lems and to propose alternative solu- 

tions. 

Case Material 
(Continued from page 184) 

ager received his charge essentially in 
the form of an itemized bill for serv- 
ices rendered in connection with each 
particular activity that was performed 
for him; and if he felt that the price 
he was paying was too much for any 
one item of service, he was in a posi- 
tion to do something intelligent about 
it. In a number of instances, sales 


policies and methods were changed 
because a divisional manager was not 
satisfied with the volume of business 
he was getting at the price he had to 
pay for the necessary selling effort. 
Throughout the company the trend 
was definitely away from the general 
or lump sum proration of expenses, in 
favor of the policy of developing a 
cooperative study of individual classes 
of expense on the part of the one con- 
trolling the expenditures and the di- 
visional manager who eventually paid 
the bill. The divisional manager was 
invited to make known any valid ob- 
jections he had to the charges received 
from the administrative and_ selling 
branches of the company. With this 
manager fully informed as to the na- 
ture and amount of the expense he was 
absorbing, he was able to cooperate 
more closely and intelligently with the 
general departments in working out 
sound operating policies in the control 
of marketing costs as they affected his 
particular field of operations. 
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NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held March 27, 1940, the applicants named 
below were elected to active membership 
E. A. ANDERSON 

Belk Brothers, Charlotte, North Carolina. 
FARNAM J. BOWEN 

Oneida, Ltd., Oneida, New York. 
GEorGE A. CupDY 

The Di-Noc Manufacturing Company, 

Cleveland. 

FRANK B. DE Mayo 
American Business Credit Corporation, 
New York City. 

Hector J. Dowp 
Certain-teed Products Corporation, New 
York City. 

EpwArD L. ForRTIN 
The Selas Company, Philadelphia. 

A. P. Fox 

Lincoln Engineering Company, St. Louis. 
CLARENCE H. LICHTFELDT 

First Wisconsin National Bank, Milwau- 

kee. 

HAROLD SIPE 
Third National Bank & Trust Company, 
Dayton. 

ARMAND J. TOUSSAINT 
United Cigar-Whelan Stores Corporation, 
New York City. 

RAMON WYER 
May Oil Burner Corporation, Baltimore, 
Maryland. 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held April 21, 1940, the applicants named 
below were elected to active membership 
in The Institute: 

A. S. DANIEL 
Sefton Fibre Can Company, St. Louis. 

MortTON P. FRANCIS 
Economy Grocery 
Boston. 

G. J. GRIKSHELL 
Addressograph-Multigraph 
Euclid, Ohio. 

J. F. Horn 
The Heil Company, Milwaukee. 

JOHN R. LYMAN 
Fouke Fur Company, St. Louis. 

KirK McFARLIN 
Wood Newspaper Machinery Corpora- 
tion, Plainfield, New Jersey. 

Davip W. PATTERSON 
Fireman’s Mutual Insurance Company, 
Providence, Rhode Island. 

J. C. RitcHIz 
Kaufmann Department Stores, Inc., Pitts- 
burgh. 


Stores Corporation, 


Corporation, 


September 23, 24, dates of Ninth 
Annual Meeting of The Controllers 
Institute of America, at Hotel W aldorf- 
Astoria, New York City. Set these 


dates aside. Plan your business trip to 
New York at that time. 





MEETINGS OF CONTROLS 


Cleveland: 
Topic: “Ohio Unemployment Insur- 
ance” 

The regular monthly meeting of the 
Cleveland Control was held on April 9 
at the Hotel Cleveland. The speaker for 
the evening was Mr. Andrew S. Ormsby, 
executive secretary and counsel for the 
Lorain County Industrial Council, and 
vice-president of the Elyria Chamber of 
Commerce. He is outstanding in the la- 
bor relations field. He spoke on “Ohio 
Unemployment Insurance’ with special 
emphasis on the merit rating and employ- 
ment stabilization plan. This program 
fitted in well with the Cleveland Con- 
trol’s part of the Mid-Western Conference 
which dealt with the same subject, and 
was especially interesting to those who 
expected to attend the Conference. 


Connecticut: 
Topic: “Capital Expenditures” 


On April 3 at the Hotel Elton, Water- 
bury, Connecticut, the Connecticut Con- 
trol held its regular monthly meeting. 
After the dinner, Mr. Arthur E. North, 
Bullard Company, Bridgeport, Connecti- 
cut, a member of the Control, spoke on 
“Capital Expenditures” and considerable 
interest was shown by the members in his 
address and in the round-table discussion 
which followed. 


District of Columbia: 
Topic: “Church Accounting” 


The regular meeting of the District of 
Columbia Control was held on April 23 at 
the Carlton Hotel. The guest speaker was 
Mr. William M. Deviny, instructor in ac- 
counting at Catholic University, and his 
subject was “Church Accounting.” He in- 
cluded in his address not only the methods 
and procedures currently used but also an 
outline of its history and development. 


Indianapolis: 
Topic: “Internal 
Control” 
“Internal Accounting and Control” was 
the subject discussed at the monthly meet- 
ing of the Indianapolis Control on April 
24 at the Athenaeum. Mr. Horace G. Bar- 
den, C.P.A., assistant manager of the In- 
dianapolis office of Ernst and Ernst was the 
discussion leader. The Control is now back 
to the schedule of meeting on the fourth 
Wednesday of the month. 


Accounting and 


Los Angeles: 
Topic: No Definite Subject 
The monthly meeting of the Los An- 
geles Control was held on April 18 at the 
Clark Hotel. Instead of having a special 
program committee present a definite sub- 
ject at this meeting it had been requested 
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that members be prepared to submit in 
writing questions to be suggested for con- 
sideration during the open forum at the 
Pacific Coast Conference on May 18. At 
the meeting the members selected the 
questions to be used in the forum and 
chose the men who would be present to 
answer them. 


Milwaukee: 

Topic: “Workmen's 
and Self Insurance” 
Mr. Harry A. Nelson, director Work. 
men’s Compensation Insurance Depart. 
ment, Industrial Commission of Wéiscon- 
sin, was the guest speaker at the monthly 
meeting of the Milwaukee Control which 
was held on April 9 at the University 
Club. His subject was “Workmen’s Com. 
pensation and Self Insurance.’’ A round. 

table discussion followed his address. 


Compensation 


New England: 
Topic: “Current Problems of Man- 
agement” 

At the regular monthly meeting of the 
New England Control, which was held on 
April 16 at the University Club, Boston, 
Massachusetts, Mr. C. Lawrence Miinch 
addressed the members on “Current Prob- 
lems of Management.” He is president 
of the Hood Rubber Company, Incorpo- 
rated, Watertown, Massachusetts, with 
which he has been connected for more 
than twenty years, and is a director of the 
Associated Industries of Massachusetts. 
His message was extremely worth while 
and was appreciated thoroughly by all in 
attendance at the meeting. 

He emphasized three problems as being 
of constantly increasing importance under 
current conditions. These were (1) proper 
pricing of the product, (2) prompt infor- 
mation as to reasons for deviation from 
planned results, (3) determination of sound 
purchasing and inventory policy under war 
conditions. The first two of the three prob- 
lems named fall partially in the field of the 
controller; at least the controller must be in 
a position to furnish information for the 
guidance of general management, he pointed 
out. 

The use of costs in pricing has changed 
in recent years with increased competition, 
Mr. Miinch added. It is not possible now 
to attempt to fix selling prices by adding a 
percentage to cost; rather it is necessary to 
constantly analyze costs in an attempt to 
bring them in line with attainable selling 
prices. 

The necessity for prompt information on 
deviations from planned results has become 
more marked in recent years because of the 
difficulty of forecasting sales and _ price 
trends, was another point made by the 
speaker. Although many economic fore 
casting services are available they are not 
sufficiently accurate to provide a basis for 
planning very far ahead. Sales volume and 
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INSTITUTE ACTIVITIES 








prices must be budgeted, but such a budget 
is merely a standard against which to meas- 
ure deviations, and operating plants must 
be constantly adapted to changing condi- 
tions as indicated by an analysis of such 
deviations. 


New York City: 
Topic: “Business Traffic Signals” 


Sufficient progress has now been made 
in the study of the distribution and move- 
ment of inventories to enable those in 
charge of it to present a comprehensive 
picture to business executives. A study is 
being conducted by the Bureau of For- 
eign and Domestic Commerce, of the De- 
partment of Commerce, and the man who 
is in direct charge of that work is Mr. 
Carroll L. Wilson, special assistant to the 
Secretary of Commerce. The New York 
City Control was fortunate in having him 
as the guest speaker at its regular 
monthly meeting on April 18 at Hotel 
Shelton. Mr. Carroll’s address on “Busi- 
ness Traffic Signals’ gave the members a 
more adequate knowledge of this subject 
which will enable them to forecast busi- 
ness trends more intelligently than has 
been possible in the past. Mr. Archer E. 
Church, controller of “Newsweek,” was 
the chairman, and Mr. E. B. Nutt, presi- 
dent of the Control, presided. 


Philadelphia: 
Topic: “How Government Regula- 
tions Affect Accounting Practices” 


For some time the meetings of the 
Philadelphia Control have been devoted 
largely to outside speakers, but at the 
monthly meeting which was held on 
April 4 at the Penn Athletic Club there 
was a departure from this practice. A 
general discussion of miscellaneous sub- 
jects was presented by members. Mr. 
William F. R. Miinnich, Philadelphia 
Electric Company, was chairman. He in- 
troduced the first speaker of the evening, 
Mr. V. L. Elliott, controller of the At- 
lantic Refining Company, and a vice 
president of The Controllers Institute. 
The next speaker was Mr. F. J. Fell, vice 
president of the Pennsylvania Railroad. 
Mr. M. Z. McGill, controller of the Col- 
lins & Aikman Corporation and a director 
of the Control, was the third and last 
scheduled speaker. The three discussion 
leaders gave excellently prepared and 
thoroughly interesting addresses on the 
subject “How Government Regulations 
Affect Accounting Practices.” Mr. Harvey 
M. Kelley, assistant secretary of The Con- 
trollers Institute, brought a message from 
national headquarters. 


Pittsburgh: 
Topic: “Insurance Planning and Pur- 
chasing” 
Mr. E. Walter Geisler, manager of Fred 
§. James and Company, was the speaker at 


the monthly meeting of the Pittsburgh Con- 
trol which was held on April 29 at the 
William Penn Hotel. His subject was ‘“‘In- 
surance Planning and Purchasing,” and in 
his address he discussed the development 
of an insurance program and the problems 
confronting executives of a corporation con- 
cerning insurance. 


San Francisco: 
Topic: “Insurance from the Buyer’s 
Standpoint” 

The regular monthly meeting of the 
San Francisco Control was held on April 
18 at the St. Francis Hotel. An outstand- 
ing insurance analyst, Mr. R. M. Row- 
land, of Mund, McLaurin & Company, 
San Francisco, addressed the members on 
“Insurance from the Buyer’s Standpoint”’ 
and later answered their questions. The 
meeting was well attended. 


St. Louis: 
Topic: “Recent Improvements in In- 
ternal Control” 

At the monthly meeting of the St. Louis 
Control held on April 29 at the Missouri 
Athletic Association, several members who 
had attended the Mid-Western Conference 
of The Institute at Chicago on April 22 re- 
ported on meetings held at the Conference. 
After their brief discussions, the meeting 
was open for all members to tell of recent 
improvements in internal control which 
they had effected in their organizations. 


Syracuse: 
Topic: ‘Experience with Bookless 
Bookkeeping” 

A round-table discussion was held by the 
Syracuse Control at the regular monthly 
meeting on April 16 at the Syracuse In- 
dustrial Club on the subject “Experience 
with Bookless Bookkeeping.” This method 
is being used on a volume of accounts re- 
ceivable by the Norwich (New York) 
Pharmacal Company, and the controller Mr. 
J. K. Hill led a most interesting discussion 
among the other members of the Control. 


Twin Cities: 

Topic: “The Duties of the Controller 
of the Minnesota Mutual Life In- 
surance Company” 

A great deal of interest in life insur- 
ance had been expressed by the members 
of the Twin Cities Control, so the 
monthly meeting on April 2, which was 
held at the St. Paul Athletic Club, was 
given over to the consideration of this 
subject. Mr. W. F. Hagerman, Minne- 
sota Mutual Life Insurance Company, a 
vice-president of the Control, discussed 
the duties of the controller of his com- 
pany. In addition, the treasurer, actuary, 
secretary and other officials of the com- 
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pany discussed all phases of life insurance 
and the operation of a life insurance com- 
pany. This was an especially good op- 
portunity for the members to ask ques- 
tions. There was a large attendance at 
the meeting. 


Buffalo: 
Topic: “Business and Sales Forecast 
for the Remainder of the Year” 
At the monthly meeting of the Buffalo 
Control, which was held on-April 2 at 
the Fairfax Apartment Hotel, Mr. John 
H. Goodwin, Columbus McKinnon Chain 
Corporation, Tonawanda, New York, led 
a discussion on business and sales fore- 
cast for the remainder of the year. He had 
asked members to be prepared to state 
roughly (1) How they set sales budgets; 
(2) what each member considers a rea- 
sonable variation on sales budgeting in 
his business; (3) each member’s forecast 
for the remainder of the year. Announce- 
ment was made of the joint meeting with 
the Rochester and Syracuse Controls on 
May 1 in Rochester. 


Chicago: 
No Regular Monthly Meeting 
Since the Mid-Western Conference of 
The Controllers Institute of America held 
in Chicago on April 22 was under the di- 
rection of the Chicago Control, its regu- 
lar monthly meeting was omitted. The 
Chicago members are receiving hearty 
congratulations on the success of the con- 
ference and many expressions of com- 
mendation for the eminent achievement of 
the big job of host. 


Cincinnati and Dayton: 

Topic: ‘“Controller’s Tax Problems 
as Affected by Recent Court De- 
cisions” 

A joint meeting of the Cincinnati and 
Dayton Controls was held on April 12 in 
Cincinnati at the Hotel Alms. The mem- 
bers of the Cincinnati Control planned an 
excellent meeting and a good time for all 
who attended. They and their wives had 
as guests Mr. Oscar N. Lindahl, national 
president of The Institute, Mrs. Lindahl, 
and a large number of Dayton Control 
members and their wives. A separate 
room was provided for the entertainment 
of the ladies while the regular meeting 
of the Controls was being held. The Com- 
mittee on Arrangements provided a pro- 
gram of surprises which included a skit 
entitled ‘A Guess for the Guests.” 

Mr. Richard L. McCann, of the firm of 
Turner and Turner, corporation attorneys, 
Dayton, Ohio, addressed the members on 
the subject “Controller's Tax Problems 
as Affected by Recent Court Decisions.” 
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ARTHUR L. RAE 


Associated for nearly fourteen years with 
American Water Works and Electric Com- 
pany, Incorporated and a member of The 
Controllers Institute of America since Sep- 
tember, 1934, Mr. Arthur L. Rae passed 
away on April 14 at the Le Roy Sanitarium, 
New York City, after a brief illness. He 
was forty-nine years old. 

Upon graduation from the Holyoke, 
Massachusetts, High School Mr. Rae en- 
tered Williams College and was graduated 
in the class of 1911. He then attended the 
Harvard Graduate School of Business Ad- 
ministration. His first position was with 
the American Telephone and Telegraph 
Company in the accounting department 
where for three years he was concerned 
mainly with methods work. For nearly 
three years following he was supervisor of 
methods of the Central Group of Bell 
Telephone Companies. Here he devised 
and developed new methods of accounting 
procedure, principally with respect to plant 
accounting and wrote routines and instruc- 
tions covering the same. In April, 1918, 
this work was interrupted, and he served 
until November, 1920, with the American 
Red Cross as assistant to comptroller, dep- 
uty controller, and acting controller. After 
this work he was associated for practically 
six years with the United States Trucking 
Corporation as assistant treasurer and treas- 
urer. From September, 1926, until his death 
Mr. Rae was the assistant controller and 
controller of the American Water Works 
and Electric Company, Incorporated. 


PERSONAL NOTES 


The Board of Directors of the Leeds & 
Northrup Company at its meeting in 
March elected Mr. Daniel H. Schultz sec- 
retary and treasurer to succeed the late 
Mr. C. A. White. Mr. Schultz has been 
with the company since 1920 and for the 
past twelve years has been assistant treas- 
urer. In his new position he will be 
responsible for the accounting, cost-keep- 
ing, stores, stores record and shipping de- 
partments. He has been a member of The 
Controllers Institute for more than five 
years, and is prominent in the activities 
of the Philadelphia Control, having been 
president during 1938-1939, and is now a 
director of the Control. 


Mr. John A. Donaldson of Chicago, a 
member of The Controllers Institute of 
America, has resigned as vice-president and 
controller of Montgomery Ward & Com- 
pany. 

Mr. Philip C. Sayres, controller and as- 
sistant treasurer of the Bristol-Meyer Com- 
pany for nearly nine years, was elected 
secretary-treasurer of the company on May 
1. He is a member of the New York City 
Control, of The Controllers Institute of 
America. 


Mr. J. J. Anzalone, of Cleveland, long a 
member of The Controllers Institute of 
America, was elected a director of the Alle- 
ghany Corporation on May 1 at the annual 
meeting of stockholders. 


EMPLOYMENT 
Treasurer—Controller Available 

A man with a record of ten years as 
treasurer and controller of large corpora- 
tions, and eleven years with two of the 
large public accounting firms as account- 
ant, cost accountant, and manager of the 
systematizing department of one of the 
firms, now seeks a position as treasurer or 
controller. 

In his extensive experience in public ac- 
counting he has devised and installed cost 
and general accounting systems in many 
large corporations in various lines of in- 
dustry, and has had charge of the auditing 
of many nationally prominent companies. 

He has been controller of one of the 
largest shirt and collar manufacturers; con- 
troller, secretary, treasurer, and a director 
of a large tire manufacturing company; and 
treasurer of a chain store organization. 

His experience permits him to enter any 
type of organization and take full charge 
of the financial and accounting departments. 
That he can handle this work successfully, 
as he has in the past, will be vouched for 
by his former employers. Address No. 242, 
care of “The Controller.” 


Member of Controllers Institute 
Available 

Certified public accountant in two 
states with ten years of public accounting 
experience with ranking firms and ten 
years of additional experience in invest- 
ment securities, investment trusts and 
banking activities, including industrial 
experience, desires an accounting or fi- 
nancial connection either as assistant, or 
in complete charge. Thoroughly familiar 
with financial, tax and security problems 
and qualified to handle accounting and f- 
nancial transactions incident to govern- 
ment contracts, profit limitations, and labor 
legislation. This man’s experience and 
training has been so broad and excep- 
tional that he believes that he would 
make a particularly valuable assistant to 
a busy and active corporation chief execu- 
tive who desires an assistant who is able 
to conduct research work and preliminary 
surveys incident to solving special situ- 
ations before executive decision and ad- 
ministration. Address, No. 332, “The 
Controller.” 


Hard Hitting Controller Available 

An experienced controller—eleven years 
with a rubber company having thirty- 
three factory units and seventy odd 
branches in the United States, as well as 
factories and branches in Canada, and 
selling branches throughout the world; 
and eight years as controller of a large 
company in the coal mining business. Is 
experienced in the centralization and 
standardization of accounting procedures, 
and in the centralization of cash and pur- 
chasing so far as practicable. Has in- 
stalled a cash budget system, a complete 
system of budgeting control, cost systems 
in factories, and by the use of punch card 
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methods has mechanized a vast amount of 
clerical work. Is also experienced in de 
centralizing the sales, production, and ae 
counting records. Age, 47, married, aw 
countancy graduate, genial personality, 
highly recommended. Address No. 334 
“The Controller.” 


Financial Assistant 
Experience of past seventeen years hag 
qualified this man as a specialist in com 
modity exchange, foreign exchange bro 
kerage and accounting. Age 47, married, 
available immediately. Address No. 335, 
“The Controller.” 


Controller—Department and Retail Stores 
Because of limited possibilities avail 
able under a new setup, this controllef 
prefers to seek a new connection. In view 
of the splendid work that he has done, he 
is recommended without qualification by 
his present superior, who is a member 
The Controllers Institute. The high-lights 
of his experience during the past tem 
years include the installation and super 
vision of retail inventory system and cone 
trol, expense budget, control of store exe 
pense, a complete change of accounting 
system resulting in a 25 per cent. redue 
tion of office cost, and a credit system im 
volving 17,000 accounts. Age 38, mar 
ried, salary open. Address, No. 336, “The 
Controller.” j 


Controller-Assistant Controller 

A member of The Controllers Institute’ 
of America, a certified public accountant 
(New York), thirty-five years old, mar 
ried, is available. He has had more than 
twelve years of experience in general ae 
counting, cost accounting, and recently in 
controllership work. Has handled prep 
aration and supervision of sales, expense,” 
manufacturing and production budgets, 
and public accounting engagements in 
cluding importer, real estate, advertising 
agency, brewery and commodity broker, 
Is familiar with federal, state, and local 
taxes. Moderate salary and no restrictions” 
as to locality. Address No. 337, “The Cone 
troller.” x 


Wage and Hour Division Names 
Two Industry Committees 

Industry Committees Numbers 10 and 11 
have been appointed by the Wage and™ 
Hour Division of the United States De 
partment of Labor. Committee Number 10 
is for the leather industry, and Committe 
Number 11 is for the pulp and primary 
paper industry. The orders creating they 
committees were signed on February 16. © 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. jackson Blvd. Chicago, Il. | 
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“CAMDEN SOLVES ITS 
TAX ACCOUNTING 
PROBLEMS,” <= 


says Mayor Brunner, ‘With Underwood 
Elliott Fisher Accounting Machines’’ 


nn 


CITY OF CAMDEN — TAXES 1939 


CITY OF CAMDEN — TAXES 1039 





a | 
SPECIMEN TAX RECORD SHEETS AND BILLS— Tax Rolls and 
Bills are written at a single operation. Automatic multiplications, column 


“ oon 2 = a “71. 2 
Realizing the need to modernize and co totals automatically printed and ‘‘carried forward,” as well as automatic checks 
on accuracy, save time, energy and money and make it possible for a small force 











ordinate the accounti ng systems in the As- to do a big accounting job.. .on Underwood Elliott Fisher Accounting Machines. 


sessor’s, the Comptroller's and Tax Offices,” writes 
Mayor George E. Brunner of Camden, N. J., “we 
selected the Class D Sundstrand Accounting Machine 
as the equipment best fitted to do all of the account- 
ing in these offices... The simplicity, ease of oper- 
ation, visibility and extreme flexibility, as evidenced 
by the fact that the equipment can be changed from 
any one application to any other in less than three 
minutes, were the determining factors in our selec- 
tion of your equipment. . . Due to the Sundstrand . : -_ 
Sundstrand Model Underwood Elliott Fisher Accounting Machines 
10-key keyboard and many automatic features, any in Assessor's Office, City of Camden, N. J. 
of our regular city employees can learn to operate Accounting Machine Division * UNDERWOOD ELLIOTT FISHER COMPANY 
Accounting Machines... Typewriters... Adding Machines. ..Carbon Paper... Ribbons 


the machines in a few minutes.” and other Supplies « One Park Avenue, New York, N.Y.* Salesand Service Everywhere 
Underwood Elliott Fisher Speeds the World’s Business 


Camden, N. % has followed the lead of many other Copyright 1939, Underwood Elliott Fisher Company 


Municipalities and big business organizations in equipping 
with Underwood Elliott Fisher Accounting Machines. If U n fa €: rwood &®) 
You have a machine accounting problem, telephone your 


nearest Underwood Elliott Fisher Branch. ELLIOTT FISHER ACCOUNTING MACHINES 





GIRL SAYS: “I'ma real secretary now —not just a stenog. My work’s 
faster, smoother and so much easier now that the Boss dictates to that 
beautiful, beautiful new Ediphone.” 


EDIPHONE SAYS: “O.K., I’m beautiful — but I’m a brute for work 
too. I'm rugged, fool-proof and a glutton for licking detail.” (So’s the 
streamlined floor model Ediphone.) 


BOSS SAYS: “Notes, letters and instructions don’t pile up and cut 


in on my time. I talk my work away now—to a new Ediphone!” 


WE SAY: In almost any executive job an Ediphone will save you 
time and trouble ... You try one. No strings to the offer. Just write 
Dept. CTS, Thomas A. Edison, Inc., West Orange, 

N.J., or Thomas A. Edison of Canada, Ltd., 

610 Bay Street, Toronto. 


SAY IT TO THE 


Ediphone 


EDISON OMCEWRITER 





